DISSERTATION

RAND

Incentives in a Specialty
Care Carve-Out

Moira Inkelas

RAND Graduate School

20010750 070




|

DISSERTATION

RAND |

Incentives in a Specialty
Care Carve-Out

Moira Inkelas

DISTRIBUTION STATEMENT A
Appr_oved for Public Release
Distribution Unlimited

RGesb-15¢

I RAND Graduate School

The original version of this study was prepared as a disscrtation in
September 2000 in partial fulfillment of the requirenients of the
doctoral degree in public policy analysis at the RAND Graduate
School. The faculty commiittee that supervised and approved the
dissertation consisted of José Escarce (Chair), Dana Goldman,
Neal Halfon, and Lynn Karoly.




The RAND Graduate School dissertation series reproduces dissertations that have
been approved by the student’s dissertation committee.

RAND is a nonprofit institution that helps improve policy and decisionmaking
through research and analysis. RAND® is a registered trademark. RAND's
publications do not necessarily reflect the opinions or policies of its research

Sponsors. &
(I

© Copyright 2001 RAND

All rights reserved. No part of this book may be reproduced in any form by any
electronic or mechanical means (including photocopying, recording, or
information storage and retrieval) without permission in writing from RAND.

Published 2001 by RAND
1700 Main Street, P.O. Box 2138, Santa Monica, CA 90407-2138
1200 South Hayes Street, Arlington, Virginia 22202-5050
201 North Craig Street, Suite 102, Pittsburgh, Pennsylvania 15213
RAND URL: http://www.rand.org/

To order RAND documents or to obtain additional information, contact RAND
Distribution Services (Telephone: 310-451-7002; Fax: 310-451-6915; or E-mail:
order@rand.org). Abstracts of all RAND documents may be viewed on the World
Wide Web (http://www.rand.org). Publications are distributed to the trade by
National Book Network.




----------F

PREFACE

This study examines the impact of a payment strategy for specialty services in a transition to
Medicaid managed care. It presents results from a natural experiment created when California
expanded participation in Medicaid managed care, and excluded certain specialty services for
children with qualifying medical diagnoses. The study describes the policy’s impact on
caseloads and expenditures and includes a qualitative evaluation.

The findings from this research should interest policymakers, agency administrators, and health
services researchers interested in designing, implementing, and evaluating special payment
policies as part of a managed care program.

This study was submitted as a dissertation to the RAND Graduate School in September 2000 in
partial fulfillment of the requirements for the degree of Doctor of Philosophy in Policy
Analysis. The research was funded by the Agency for Health Care Policy and Research
(AHCPR) under dissertation grant 1-R03-HS10008-01.

iii




CONTENTS

PREFACE ...ttt ettt et sttt st et e ons s s s e bt sbas s e s s e raeeasebanassaanen il
CONTENTS .ottt et e st r e st b e et e s e b e ss e se e s beeam s ebesatssan s sassas e b s sabeerseassernases v
FIGURES . ...ttt ettt et sae e st se s e b e s e s st sae s s assan e s enbentenne s vii
TABLES. ... oottt ettt te b et e e et e et et e e bt sttt b e s e a st e e ne e Xi
SUMMOARY oottt ettt ettt e e sat b e s b e sasebe e b eassnnssnnessenbeebns eveenass Xviiil
ACKNOWLEDGMENTS......ooccccooosoeoeeeesssssssseesssssssssseessssssssssssssssssssssssssesssssessoes . xxviiii
CHAPTER I-——INTRODUCTION......ooottitrteeteieieerteee et eteescestssseesnesnessesasssanessesasenneeses 1
Changing Financial Incentives in the U.S. Health System..........cccocoovniiinn I
California's Medicaid Managed Care Transition and Specialty Care "Carve-out"................. 2
Importance of California's Carve-out Experience for Other States and Child Health
PrOGIAMS ...c..eevreeieeeeeteete ettt ettt ste et a e s e s e b e s s r s e ba s e e s e s n s et e snensesanans 2
Hypotheses for Carve-out Impact ............cccoeeiiiiiiiiiiiiiii e 4
STUAY DIESIN ...ttt st ettt et s b e et s e e ba s s e saa s e s st e as st e e b e e aesaneeneen 6
Limitations, and Directions for Future Research.............ccooovviiiiniiiecinciiiniiiencieiiineas 7
Organization of the DiSSertation .........c.cc.ccoiviirieiiiniiiiniinie s 8

CHAPTER 2—BACKGROUND ON PAYMENT INCENTIVES AND CARVE-OUTS....9

2.1 Financial Incentives and Use of Carve-out Arrangements ..........c.ooovveeeiienieecieenieeenenn. 9
2.2 Evaluations of Managed Care and Service EXclusions............ccocoviviiinniininniinnnninnns 12
CHAPTER 3—BACKGROUND TO THE POLICY EVALUATION.......cccooieriiieirennne 19
3.1 Description of California's Title V Program for Children with Special Health
Car€ NEEUAS .....eeeiieiiieeieecte ettt ettt e et e e r e s a e b s e s bbbt s ab e n e anees 20
3.2 Payment Mechanisms in Fee-for-Service Medi-Cal ...........cccocininiininininininn, 26
3.3 California’s Medicaid Managed Care EXPansion .........c.ccceceueeecevveeeemeucenueeeserereeemncnencns 29
3.4 Descriptive Analysis of California’s Title V Carve-Out Policy and
IMPIEMENTALION ...eeveereiiieieiieircce ettt 36
3.5 SUIMIMATIY «eviiitiieeeiieterite ettt sttt ea e s b s s b b e s b srs e s s b e st e sasasabaesbe e saennsanas 49
CHAPTER 4—RESEARCH DESIGN AND METHODS.......cccceciiiiiiiiiiniininiecieenens 51
4.1 General Study APProach ...........ccccoiioiiiiiiiiiii e 51
4.2 Design and Methods for Analysis of Caseload and Expenditures..........c.ccccovveuneee 51
4.3 Design and Methods for Contextual Analysis of the Carve-out Policy ...................... 92

Preceding Page's Blank




CHAPTER 5—IMPACT OF CARVE-OUT POLICY ON TITLE V CASE-FINDING......95
5.1 Descriptive Trends in CCS Claimant Volume...........ccoeueeveveeneeieeerreereeereeeeseveeeeenes 95
5.2 Multivariate Analysis of CCS Claimant VOIUME.............c.vcueeeceremeeeereeeerereeeseeeeeens 107
5.3 Carve-out Impact on Claimant Volume In Selected Medi-Cal Eligibility Aid

CABOTIES ...ttt et st et et et s ae e e s se s s s et e st eseeteeeessnsensensensenesssonenns 127
5.4 Carve-out Impact on the Diagnostic Profile of CCS Claimants................c.cooeueenee... 139
5.5 Summary of Findings For "Case-Finding" Hypotheses............cccoccevevrevrvvenveerannen. 159

CHAPTER 6—IMPACT OF CARVE-OUT POLICY ON MEDICAID

EXPENDITURES.......ooitencteetncteereete sttt b sass st sae e b st e ss s s s e s s enens e 163
6.1 Descriptives for Total Expenditures on CCS-Authorized Claims............................. 163
6.2 Multivariate Analysis for Total CCS Expenditures..........ccceeverrrereereeeeereiereveiennnns 166
6.3 Carve-out Impact on CCS Expenditures Within Selected Medi-Cal Eligibility

AL CAtEQOTIES .....coveveerienrrierterereiieiet et ceseses e s st essebe e ssssssssstesesesesseneneaesees 184
6.4 Change in the Distribution of Total CCS Claim Expenditures..........c.c.cccoevererervnnce. 189
6.5 Stratification of Total CCS Expenditures By Claim (Provider) Type..........ccoou........ 202

CHAPTER 7—CONTEXTUAL ANALYSIS OF CARVE-OUT POLICY.........ccocuvueuee. 245
7.1 Rationale and Content of INterVIEWS........ccueeeeveuiieeereeieeeeeteereec e 245
7.2 Findings from Interviews with CCS Program Administrators............co.ccuvveueevennen. 247

CHAPTER 8—CONCLUSIONS AND POLICY IMPLICATIONS.........coovveieieecveene. 269

APPENDIX A—MEDI-CAL AND COUNTY CHARACTERISTICS......coocveveverrcrennne 273

APPENDIX B—ISSUES IN TABULATION CLAIM EXPENDITURES AND

IDENTIFYING UNIQUE CLAIMANTS......ooiirttetereertetsteeeseesee st ssese e e eseseensens 287

APPENDIX C—PRE CARVE-OUT TIME TREND FOR EXPANSION AND NON-

EXPANSION COUNTIES.....c.cootiitieiterteenieetesieetestete e tete e saesse e e sse e seseessesessseneenseneas 301

APPENDIX D—MONTHLY CLAIMANTS WITH CLAIMS IN DIAGNOSIS

CATEGORIES ..ottt ettt ettt e e be s e aaeas e s ene 303

REFERENCES ...ttt see st sta s tess e be s s s ene st e s e s s seensne e 309

vi




FIGURES

Figure 1.1 — Managed care enrollment options in counties during Medi-Cal managed
CATE EXPANSION ....euveenearereuisieseseesissestersse s e st e s s s se s st e se e e b et et e bbbt s a b a s 6

Figure 3.1 — Medi-Cal payment and authorization under fee-for-service.........ooeureneunnnvacs 27

Figure 3.2 — Authorization sources by county: Assigned CCS regional office and
Medi-Cal field OffICE ... .ouievieerieteeete ettt et e sas e 28

Figure 3.3 — Managed care enrollment requirements, by model, for major Medi-Cal
A1 CALEZOTIES ... vvvereeeniercnetiiie ettt ettt ettt as 32

Figure 3.4 — Medi-Cal payer and authorization sources for services to potentially
CCS-eligible children—With operating carve-out............oooeieiniiieiieriineinecneiienins 39

Figure 3.5 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed
care expansion counties that have 70 managed Care...........ooooievinineicsnencnieenienenens 41

Figure 3.6 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed
care expansion counties that have voluntary managed care............ooeveiernunriecicncnnes 41

Figure 3.7 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed

care expansion counties that have 7o managed €are.........ccoovveevenrnncnennnincccnenn 42
Figure 3.8 — Carve-out timing and duration of implementation transition...........c.c.o.c.ce... 46
Figure 4.1 — Original and constructed data files ..........cooreiiiinnnce 54

Figure 4.2 — Impact of retrospective eligibility lag on Medi-Cal enrollment estimates
for August 1998—By month used for estimate, and by Medi-Cal aid category........ 55

Figure 4.3 — Percent of Medi-Cal beneficiaries 0-21 years enrolled in managed care,
January 1998—By mandatory group status and expansion county ................ceceeeeeee 74

Figure 4.4 — Percent participation in post carve-out managed care in COHS and Two
Plan counties, 1996-97—Mandatory managed care group........c..ccoceeuverrernrenrieeseennnns 78

Figure 4.5 — Percent participation in post carve-out managed care in Two Plan
counties, 1996-97—Non-mandatory managed care group.........ccocceveeeuervveneereeeeeanens 79

Figure 4.6 — Participation rates in "CCS-include" prepaid health plans of Medi-Cal
beneficiaries in selected counties, 1996-1997 ... voreerveer e e reeeres s 86

vil




Figure 5.1 — Percent participation in post carve-out managed care in COHS and Two
Plan counties, 1996-97—Mandatory managed care group...........cceeeeveveveveverenrenennnen. 98

Figure 5.2 — Percent participation in post carve-out managed care in COHS and Two
Plan counties, 1996-97—Non-mandatory managed care group...........c...coeuvevvrenenee. 99

Figure 5.3 — Total children with CCS-authorized claim and percent MCP
participation, Alameda County—By Medi-Cal managed care group status............ 100

Figure 5.4 — Total monthly Medi-Cal beneficiaries and CCS claimants in aid category
30 (cash assistance), with PHP and MCP participation rates—Two Plan and
COHS expansion counties, 1994-1997 ..........ouiiteeeeeeieeeeeeeeeeeeeeeeesesesesesessnens 129

Figure 5.5 — Total monthly Medi-Cal beneficiaries and CCS claimants in aid category
34 (cash assistance), with PHP and MCP participation rates—Two Plan and
COHS expansion counties, 1994-1997 ........cccoveieeeeineeeeneeeeeee e 130

Figure 5.6 — Total monthly Medi-Cal beneficiaries and CCS claimants in aid category
60 (cash assistance), with PHP and MCP participation rates—Two Plan and
COHS expansion counties, 1994-1997 ..........ccomreeorerieieieeeeeeeeeteeeeeee e eseeeeens 131

Figure 6.1 — Distribution of per claimant expenditures in month—Percentiles in pre
and post carve-out periods in the 12 Two Plan counties, mandatory managed
CATC GIOUD.c..uvriiirriiiiriiitnieiitrteeessaatt e e e e eaesntesestreeassaesesssssasssnnseeseessesesssessnssesssnnsens 192

Figure 6.2 — Distribution of per claimant expenditures in month—Percentiles in pre
and post carve-out periods in the 12 Two Plan counties, non-mandatory
MANAZEA CATE ZLOUP......veeeveteerertrrereeetesterteteeeeesesteseeaeesesseeseessessessessensasesesssesesenes 193

Figure 6.3 — Distribution of per claimant expenditures—Percentiles by month in 11
non-expansion counties (CCS independent program county, or matched urban-
rural score) combined, mandatory managed care roup .........coe.eeveeeeeececeereneeinenennan. 200

Figure 6.4 — Distribution of per claimant expenditures—Percentiles by month in 11
non-expansion counties (CCS independent program county, or matched urban-
rural score) combined, mandatory managed €are group .........cc..eeeveveeeueveveieeeerereenennn. 201

Figure B.1 — Total net positive, zero, and negative paid claims by county—By

managed care group (M, NM) in 21 largest counties............ceeveerceerueereererenennees 291
Figure B.2 - Total net positive, zero, and negative paid claims by county—By
managed care group (M, NM) in 37 smaller counties.............coooeevereereueereerevenrencnnn. 292
viil




Figure B.3 — Monthly total claimants with net negative or net zero expenditures
during study period (1994-97, and absolute value of total net "negative"
expenditures, for all 58 counties combined..........ooeeieieiiiniinniciiie 293

Figure B.4 — Percent of monthly total claimants with net negative or zero
expenditures during study period (1994-97) ..o 294

Figure B.5 — Monthly rates of shared SSNs by claimants in Two Plan counties—By
mandatory group status (M, NM) of BIDs, over study period (monthly values

sum 10 total SSNS Affected) ...cvevverreeeeierieccreeiecr e 299
Figure B.6 — Monthly rate of shared SSNs by claimants in COHS expansion counties
(Orange, Santa Cruz)—Total SSNs affected, over study period..........oveviveucnnenne. 300
x




TABLES

Table 3.1 — Overview of California Children Services (CCS) medical eligibility ............... 23

Table 3.2 — Most common medically eligible diagnoses among Medi-Cal enrollees
receiving CCS Services (1995).....cumuimiriiiieniinireiies e 24

Table 3.3 — Implementation characteristics of counties with Medi-Cal managed care......44

Table 4.1 — Trend in CCS claimants as percent of Medi-Cal enrolled children 0-21
years and of Medi-Cal enrolled of all ages: Selected aid categories and expansion
counties, Month Of JANUATY ......cc.ceevuereecriiiiiii e 60

Table 4.2 — Difference-in-differences estimates of carve-out effect........ccoovevvvcerinvnennnnnn 71

Table 4.3 — Medical exemptions from mandatory managed care enrollment granted by
SDHS, by Two Plan county—October 1997 through March 1998.............ccccc.ce... 77

Table 4.4 — Domains in CCS agency interview protocol .........cooueeeeeieieieeieieseeenennncenes 94

Table 5.1 — Mean monthly CCS claimant volume in California counties, annually

19941997 c.oeieeeeeeretee e te e s et ese et es b sa bbb e n e et b 96
Table 5.2 — Mean monthly Medi-Cal enrollment in California counties, annually

FOO41997 ....ooeeeieeeeeeereeeere e e ssesre e ses s s sesee et st se s e s e et e sa s b e e bt e s e R s as e b et e ae s 101
Table 5.3 — Mean monthly CCS claimants as a proportion of Medi-Cal beneficiaries

in California counties, annually for 1994—1997 ... 103
Table 5.4 — Monthly CCS claimants and child (0-21 years) Medi-Cal enrollment in

California counties: 1994-1998 (Month of January).......c.cceeevrverimnieecnnnieniinnnennens 105
Table 5.5 — Glossary of variables for multivariate models........cccooevmieecnincinninneenes 108

Table 5.6 — Pre and post carve-out CCS claimants, using post indicators — Two Plan
model counties, by mandatory managed Care Sroup .........cceeeeernerennsreseneecciinninns 110

Table 5.7 — Mean percentages for managed care regression variables, by mandatory
group status—Expansion and non-expansion COUNLIES .........eeueuruemeenterrccnnruennuencs 114

Table 5.8 — Regression results for CCS claimants using continuous MCP
specification — Two-plan model counties (coefficients and t statistics)................... 116

Table 5.9 — Sensitivity of MCP coefficients to alternate specifications, claimant
volume— Two Plan model CoUNties.........coocurvininiienieineninecseie e 118




Table 5.10 — Regression results for claimant volume in Two-Plan Model counties, by
COUNLY ettt et et et nasaa e s b e e aaesereeeaae e e asessonaesnnneseseeessnneenn 120

Table 5.11 — Regression results for CCS claimants—Two plan and non-expansion
counties (coefficients and absolute t StatiStics) .........c.evvvereereereeeeerereeeeererererererenon. 123

Table 5.12 — Regression results for CCS claimants — Expansion COHS and non-
expansion counties, mandatory group (coefficients and absolute t statistics).......... 125

Table 5.13 — Pre and post carve-out CCS claimant volume for two mandatory
managed care Medi-Cal aid categories (coefficients and absolute t statistics).......... 133

Table 5.14 — Mean percentages for managed care regression variables, by aid
category—Expansion and non-expansion COUNties...........ccovovvvereeereeeemeereereserersnenn, 134

Table 5.15 — Regression results for CCS claimants for three (3) Medi-Cal aid
categories (coefficients and absolute t StAtIStICS)........vevvevereeeveeeeeeeeereeserereresesesenenn 136

Table 5.16 — Pre and post carve-out CCS claimant volume for aid category 60 (SSI).....137

Table 5.17 — Vendor type for CCS-authorized Medi-Cal claims that lack diagnostic
information—Totals and by mandatory managed care group status....................... 143

Table 5.18 — Pre and post carve-out: CCS claimants with claim in diagnosis
categories—Selected Two Plan counties, by Medi-Cal managed care group
STATUS. .ttt et er et e e be et e et e et e s eaeaeneen 147

Table 5.19 — Regression coefficients for CCS claimants by diagnosis category, using
pre-post indicators—Two plan and non-expansion counties (coefficients and
ADSOIULE t SLALISICS) . veueuereueueeieeeietetiet ettt ettt s e et e e s e e st e e ee e 153

Table 5.20A — Regression results for total children with CCS claims in diagnosis
categories — Mandatory managed care aid categories in Two Plan and non-
expansion counties (coefficients and absolute t Statistics) ...........ceeveveeevreevrnennnnn. 155

Table 5.20B — Regression results for total children with CCS claims in diagnosis
categories — Mandatory managed care aid categories in Two Plan and non-
expansion counties (coefficients and absolute t StatiStics) ...........ooveveeeeerererernnnnnn. 156

Table 5.21 A — Regression results for total children with CCS claims in diagnosis
categories — Non-mandatory managed care aid categories in Two Plan and non-
expansion counties (coefficients and absolute t Statistics) .........c.ceveveeeverrrererernnn. 157

xii




Table 5.21B — Regression results for total children with CCS claims in diagnosis
categories — Non-mandatory managed care aid categories in Two Plan and non-
expansion counties (coefficients and absolute t Statistics) ......c.cocvvvernveceriisiisisincnnn. 158

Table 6.1 — Mean monthly CCS expenditures in California counties, annually
19941997 ..ottt ettt ettt st bbb a et a et 164

Table 6.2 — Mean monthly expenditures per CCS claimants in California counties,
anNUAally 19941997 ......oomiiiieire s 167

Table 6.3 — Pre and post carve-out total CCS expenditures, using post indicators —
Two Plan model counties, by mandatory managed care group.........cceceeevueneececrncncee 169

Table 6.4 — Pre and post carve-out total CCS expenditures per claimants, using post
indicators — Two Plan model counties, by mandatory managed care group............. 171

Table 6.5 — Regression results for CCS expenditures, and expenditures per claimants
— Two-plan model counties (coefficients and t Statistics)........ccoeveveeurciicciccncnnnn 172

Table 6.6 — Sensitivity of MCP coefficients to alternate specifications, total
expenditures and expenditures per total claimants— Two Plan model counties......175

Table 6.7 — Regression results for total CCS expenditures in Two Plan Model
COUNLIES, DY COUNLY ..couermiriiiiiiiitiretetet ettt 176

Table 6.8 — Regression results for CCS expenditures — Two plan and non-expansion
counties (coefficients and absolute t StatiStiCs) .....ceveereierenieeniiirceencces 178

Table 6.9 — Regression results for CCS expenditures per claimants — Two plan and
non-expansion counties (coefficients and absolute t StatistiCs).......couoereruerescanncncnn. 180

Table 6.10 — Regression results for total CCS expenditures — Expansion COHS and
non-expansion counties, mandatory group (coefficients and absolute t statistics)..182

Table 6.11 — Regression results for CCS expenditures per total claimants — Expansion
COHS and non-expansion counties, mandatory group (coefficients and absolute
£ SEALISEICS) 1vrevenrereereseerecesetesesseereessestesestsasssese b e s san e e s e e e ebe st s aan s e s etesa st ebsnenea b et enes 183

Table 6.12 — Pre and post carve-out CCS expenditures for two mandatory managed

care Medi-Cal aid categories (coefficients and absolute t statistics)........coevvvvruenenens 185
Table 6.13 — Pre and post carve-out CCS expenditures for aid category 60 (SSI)........... 187
Table 6.14 — Regression results for CCS expenditures for three (3) Medi-Cal aidcodes

(coefficients and absolute t StatiStiCS)......ccoueriririeerinienienieeerieerne s 188

Xiii




Table 6.15A — Impact of carve-out on claimant costs: Pre and post carve-out
percentiles of per claimant expenditure (log dollars) — Two-Plan model counties,

Mandatory managed Care SroUP..........eccoweeeierererseeieveeeeeeeeesesceeiseseaesesseesseseeesesenen

Table 6.15B — Impact of carve-out on claimant costs: Pre and post carve-out
percentiles of per claimant expenditures (log dollars) — Two-Plan model

counties, Non-mandatory managed Care group............cceeeeeveuceveueeeseerseseesesessesseneens

Table 6.16 — Annual mean monthly expended by provider type: Pooled 36 non-
expansion counties, by mandatory managed care group (using Two Plan

ETINITION)...ceeieeeiet ettt ettt ea e ete e e e neerans

Table 6.17A — Pre and Post carve-out mean monthly expended by provider type
(Physician office, Physician inpatient, Pharmacy): Two Plan and COHS

expansion counties, by mandatory managed care group............cccoeuveeeeeveerenceennenn.

Table 6.17B — Pre and Post carve-out mean monthly expended by provider type
(Hospital inpatient, Hospital outpatient, Rehabilitation facility): Two Plan and

COHS expansion counties, by mandatory managed care group ...............c.oveue......

Table 6.18A — Changes in expenditures by provider type—Two Plan and non-
expansion counties, for children in mandatory managed care group (Coefficients

AN T SEALISTICS)..cveeureneiieeeiertertee ettt et e s st et ss e s e e s ete e seeaesaeeneeesanes

Table 6.18B — Changes in expenditures by provider type—Two Plan and non-
expansion counties, for children in non-mandatory managed care group

(Coefficients and t StALIStICS) . ...cvererrrreeeerreereereeeese et ceeees e eeseeeesse e e s esnees

Table 6.19 — Changes in total expenditures and expenditures per claimants, by type
of provider—Pooled COHS and non-expansion counties, for children in

mandatory managed care group (Coefficients and absolute t statistics)..................

Table 6.20A — Changes in total expenditures per monthly claimants, by provider
type—Two Plan and non-expansion counties, for children in mandatory

managed care groups (Coefficients and t Statistics)..........eceeveeeueerererereeneeereeeeeenenns

Table 6.20B — Changes in total expenditures per monthly claimants, by provider
type—Two Plan and non-expansion counties, for children in non-mandatory

managed care groups (Coefficients and t StatiStics)..........coevevveeeeveeerereeereerereeeaen.

Table 6.21A — Pre and Post carve-out mean monthly claimants by provider type
(Physician office, Physician inpatient, Pharmacy): Two Plan and COHS

expansion counties, by mandatory managed care group..............coeeeevereueeeeeeereennene.

Xiv




Table 6.21B — Pre and Post carve-out mean monthly claimants by provider type
(Hospital inpatient, Hospital outpatient, Rehabilitation facility): Two Plan and
COHS expansion counties, by mandatory managed care group ........c..coeeeueeeccunnces 231

Table 6.22A — Changes in total recipients by provider type—Two Plan and non-
expansion counties, for children in mandatory managed care groups (Coefficients
AN T STALISTICS).euveeureereeriereeeeterteeie st eereesesset e s e et b et s b e as e sa e b s b s 233

Table 6.22B — Changes in total recipients by provider type—Two Plan and non-
expansion counties, for children in non-mandatory managed care groups
(Coefficients and t StatiStICS)........ceruvuruirrriimeniereiesiieire et 234

Table 6.23A — Changes in expenditures per total recipients by provider type—Two
Plan and non-expansion counties, for children in mandatory managed care groups
(Coefficients and t StAtiStICS)......ceeerrurrrmiririnieieieeiee et 239

Table 6.23B — Changes in expenditures per total recipients by provider type—Two
Plan and non-expansion counties, for children in non-mandatory managed care

groups (Coefficients and t Statistics)........coeeriereeriieiiieinec e 240
Table A.1 — Descriptive information for Medi-Cal eligibility aid categoriesb ................... 273
Table A.2 — Commercial health plans operating in managed care expansion counties,

pre and POSt CATVE-OUL.......c.ieiuiriiriinieiitiniei ettt 277
Table A.3 — Socioeconomic characteristics 0Of COUNtIES.......cc.ovvevveereerieeiniieniiienicncncnee 279

Table A.4 — Medi-Cal enrollment characteristics of California counties, 1994—1997 ...281

Table A.5 — Participation of children 0-21 years in Medi-Cal managed care, by
county 1994—1998 (mandated eligibility group only) ......c.coceereennncnniecinncnnn 284

Table C.1 — Results of tests for different time trend in pre carve-out years 1994-
1995, for expansion and non-expansion counties, by mandatory group
(coefficients and t StAISHICS) .....ccevuiviririrniniinente e 301

Table D.1 — Pre and Post carve-out percent of monthly claimants with claims in
diagnosis categories: Endocrine/nutritional/metabolic, neoplasm, infection.............. 303

Table D.2 — Pre and post carve-out percent of monthly claimants with claims in
diagnosis categories: Blood-related, psychiatric, nervous system............ccceceeneeeeee 304

Table D.3 — Pre and post carve-out percent of monthly claimants with claims in
diagnosis categories: Sensory, circulatory, respiratory.......coeceeeeeeesecnceiennecnens 305




Table D.4 — Pre and post carve-out percent of monthly claimants with claims in
diagnosis categories: Digestive, genitourinary, musculoskeletal/connective tissue...306

Table D.5 — Pre and post carve-out percent of monthly claimants with claims in
diagnosis categories: Congenital anomaly, perinatal,
accident/poisoning/violence/immunization r€action...............eoeeeveveveeeeeeeeveeesrero 307

Table D.6 — Pre and post carve-out percent of monthly claimants with claims in
diagnosis categories: Other and Vcodes/EcOdes..........ueueueereeeeeeeneeeeeeeeoeosos 308




SUMMARY

Most state Medicaid agencies are turning to capitated prepayment to contain costs, to improve
access to care, and to increase efficiency in the provision of services. However, many states have
concerns about how the financial incentives that accompany prepaid care could affect services to
chronically ill beneficiaries. Medicaid agencies are implementing a variety of prepayment strategies
specifically for children with chronic conditions, often intended to reduce financial disincentives for
providing adequate care. They range from excluding certain services, to allowing voluntary
enrollment in prepaid health plans for some children while requiring others to enroll. Some have
questioned how these different policies will affect provider behavior, and how this in turn will affect
the care that a child receives.

California implemented a set of dramatic changes to the delivery of health care to Medicaid
beneficiaries during the 1990's. Much of the policy debate over access to services focused on how
to preserve specialty care access for children with complex medical diagnoses while also improving
access to primary care to the general population. As California's ambitious plan to expand managed
care unfolded in its largest counties, a legislative effort preserved the traditional role of the Social
Security Act, Title V Children with Special Health Care Needs program in authorizing services
under the traditional fee-for-service system. Child Medicaid beneficiaries who are eligible for Title
V are those with complex medical diagnoses.

This legislation created new relationships between physicians, health plans, and county Title V
programs (called California Children Services, or CCS) as well as new financial incentives that
encouraged referral of potentially eligible children to CCS. When providers are placed at financial
risk for medical care with specific services "carved out" from their risk, a financial incentive to shift
costs to the excluded services is created. Theoretically such a policy creates a financial incentive for
the provider to refer children to the entity responsible for the carve-out services whenever eligibility
is suspected. It also creates an incentive for identifying services as related to the qualifying
diagnosis. Thus the CCS carve-out policy may affect both the volume of CCS participants and the
volume of services identified as CCS-related. This study highlights the impact of such a "carve-out”
approach on children's participation in CCS.

Purpose of the Research
The specific aims of this study are:

1) To determine whether the financial incentives of a carve-out policy increase "case-finding" of
children with Title V-eligible conditions, and composition of the CCS caseload; and

2) To determine how “carving-out” specialty services during a managed care expansion affects
total CCS expenditures.




Policy Relevance

How providers respond to capitated prepayment for services to chronically ill and disabled children
is a significant consideration for children and their families, for the outcome of Medicaid managed
care expansions, and for policy-makers who expect prepayment policies to control costs. There
also are policy implications from a public health perspective, because Medicaid and other State-
administered public health programs have outreach and related program participation goals designed
to promote population health. Because State Medicaid programs are a traditional "safety net" for
low income and chronically ill individuals—especially for children, who are the largest group of
beneficiaries—they have a particularly vital policy interest in the effects of new financial incentives.
States also continue to have public health responsibilities for policy development, assessment, and
assurance, as well as a mandate within their state-operated Medicaid programs to assure health care
access for many low-income and chronically ill beneficiaries. At the same time, state programs
continue to operate under the federal Title V mandate to assure a comprehensive system of care for
children with costly, complex medical diagnoses. In some states, both the medical care delivery
system and Medicaid funds are handed to the commercial managed care sector while the Medicaid
program adopts an oversight role. Thus the expanded use of managed medical care systems
challenges these state agencies to oversee how care is provided and to focus on system outcomes
and system improvement.

Despite the new incentives that are evolving, and the policy questions that result, state agencies are
not always well equipped to monitor the effects of new payment systems. The first reason that
effects of Medicaid managed care on chronically ill children are not well understood is that relatively
few children have intensive health care needs and thus have not been the initial focus of managed
care studies. Moreover, some states initially excluded children with specific medical diagnoses from
Medicaid managed care expansions, or excluded children's specialty care from these new
prepayment systems. Second, it is difficult for states to identify policy effects because of
difficulties in the following: (1) identifying appropriate comparison groups; (2) studying a
representative group of beneficiaries; and (3) discerning the impact of other trends. The result is
that states currently have few data that can guide how they develop, implement, and evaluate
payment policies. State Medicaid agencies benefit from understanding how payment policies affect
service use and costs. There is additional value in examples of how new payment policies affect
public health care case-finding objectives and how these policies can change public program roles
from service provision to a combination of service delivery, policy development, and advocacy.

Study Design and Methods

This study uses data from California—a state that implemented Medicaid managed care earlier and
more extensively than most other states—to understand the financial incentives of a "carve-out"
payment system for children, and to understand the impact on (and response of) public health care
agencies. In the 1990's, California initiated a phase-in of mandatory Medicaid managed care—on a
staged county-by-county basis—for most children, including those eligible for Title V Children with
Special Health Care Needs (with diagnoses such as spina bifida, congenital anomalies, and cerebral
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palsy). Children required to participate in managed care included those receiving welfare benefits or
meeting general low-income Medicaid eligibility requirements. Following special legislation,
Medicaid services relating to a CCS eligible medical diagnosis' were excluded from managed care
contracts and reimbursed on a traditional fee-for-service basis. The difficulty in determining
whether specific services are required exclusively for a particular diagnosis suggests that this mixed
reimbursement policy could motivate cost-shifting from capitated care to the carved-out services.

The CCS carve-out design not only creates financial incentives but also introduces a new
participant—the prepaid health plans—into the CCS referral process. On the provider side,
response to the carve-out policy is driven by physicians, hospitals, and the prepaid health plans.
Perceived costs and benefits of CCS referrals are expected to influence their CCS referral practices
both prior to and following implementation of the carve-out policy. The fiscal agents include the
Medi-Cal field offices that authorize services for fee-for-service (FFS) Medicaid beneficiaries, and
the local CCS programs that administer the carve-out. State policies and procedures, local variation
in authorization practices and outreach, and any local responses to the carve-out are expected to
influence any public agency contributions to post carve-out changes. Any combination of referral
and authorization practice patterns on the part of these different institutions could contribute to
carve-out impact.

This study seeks answers to several questions. Does the volume of CCS program participants
increase with the carve-out? Does the composition of the CCS caseload change as greater numbers
of "marginally eligible" children, and requests for "marginally CCS-related" services, are referred to
CCS? Do total CCS expenditures increase? Do per claimant CCS expenditures change as the
caseload expands to include more children with low or moderate cost needs? Do per claimant
expenditures increase as more services for each participating child are handled by CCS?

It is possible to study the impact of the carve-out policy using several comparison groups. The
comparison groups including the following: (1) beneficiaries in the managed care expansion counties
prior to and following the carve-out; (2) children with CCS eligible diagnoses who are in specific
Medicaid eligibility categories (such as disability-linked Medicaid) that are exempted from the
managed care requirement; and (3) counties that are not implementing Medicaid managed care. This
study analyzes 1994-1997 Medicaid claims, covering the pre and post carve-out periods, to examine
how the “carve-out” policy affects program participation and total costs of care. A difference-in-
differences model employs a pre-post design with a control group to capture policy-related as well
as other secular program participation and cost trends. Specifications that measure carve-out impact
as a function of the level of managed care participation also are evaluated. Results from the
quantitative analyses were supplemented with qualitative findings from interviews with several CCS
program administrators.

! The specific exclusion refers to specialty services provided to children with Title V eligible medical
diagnoses. These are diagnoses recognized in state Maternal and Child Health Block Grants as entitling
children to case management and supplemental medical services. The administering program in
California is called "California Children Services", or CCS. Details are provided in Chapter 3.




Findings for Identification of Program Eligibles

The carve-out policy caused CCS claimant volume to increase.

It appears that the "case-finding" incentives of the carve-out policy caused more children to be
identified as CCS eligible. In general, the carve-out implementation was associated with increased
participation in the CCS program within the managed care expansion counties. This occurred in
counties that implemented California's "Two Plan" model with competing health plans in a county, as
well as in new, delegated county-run health plans ("County Organized Health Systems", or COHYS).
The effect of increased managed care participation was evaluated for the group of children required to
enroll in managed care in Two Plan counties, controlling for Medi-Cal enrollment and time trend.
Combining the expansion and selected non-expansion comparison counties, claimant volume increased
with the rate of managed care participation. This occurred for both mandatory and non-mandatory
groups. A further analysis of the initial months of carve-out implementation, and the later months of
implementation when the carve-out was fully operational, shows that the carve-out effect was
concentrated in the full implementation period. Low managed care participation rates in the initial
months after implementation is a likely explanation. Moreover, managed care participation was
technically voluntary during these months, termed “pre default”, when one of the two plans was not
yet operating and beneficiaries who did not select a plan were not assigned a plan by default.

There was variation in carve-out impact on claimant volume across the expansion counties. Total
claimant volume increased most substantially in the COHS counties and in several Two Plan counties
that did not have a history of Medi-Cal managed care.

Carve-out impact among those in aid categories that were mandated to participate in some, but not all
expansion counties, appeared to be greater with mandated than with voluntary participant groups.
Using several large Medi-Cal aid categories, it was possible to compare post carve-out trends among
expansion counties that had different managed care requirements for those aid categories. This also
was done due to the heterogeneity within the mandatory and non-mandatory groups; each included a
large number of distinct eligibility aid categories, and different time trends could affect claimant
volume across the aid categories. One aid category included children receiving public cash assistance.
It was of special interest because of a decline in total enrollment by approximately 15 percent over the
study period. Another aid category included children not receiving cash assistance but eligible for
Medi-Cal due to low family income, and had more stable enrollment. Overall, CCS claimant volume
increased for the largest cash assistance aid category and for the largest non-cash assistance aid
category. The effect was most substantial in the COHS counties. Findings for the Supplemental
Security Income (SSI) group that was mandatory in COHS counties and voluntary in Two Plan
counties diverged somewhat. Using a set of pre and post carve-out indicators, there was no increase
in claimant volume for SSI beneficiaries in expansion counties where managed care was voluntary for
these beneficiaries. In contrast, in the two COHS counties where managed care was mandatory for
these beneficiaries, SSI claimant volume did increase.




Increased claimant volume was evident across diagnosis categories, indicating that the carve-out
increased CCS authorization for many different types of claimants. - -

Evaluation of claimant volume by diagnosis category showed significant carve-out impact across
most diagnosis categories, controlling for covariates and in comparison to non-expansion counties.
The impact of managed care participation increase for the mandatory group was not constant across
the diagnosis categories and was particularly significant for claimants with an
endocrine/metabolic/nutritional diagnosis. One possible explanation is physician referral and health
plan referral practices that caused more CCS-authorized services per child, somewhat independent
of diagnosis. Changes to CCS program authorization practices in response to the carve-out could
have affected services authorized for CCS eligible children across diagnostic groups. Some of the
increase across diagnosis categories could be an artifact of the expansion/carve-out that is not a
caseload increase. Greater variability in claim coding with respect to diagnosis could contribute.

CCS program administrators attributed increased CCS case-finding to changed provider referral
practices, health plan involvement, and Medicaid and CCS program responses to the carve-
out/managed care incentives.

Health plans and physicians alike had a clear financial incentive to identify and refer CCS eligible
children to the CCS program. Health plans were a new participant in the identification and referral
process. The health plans provided infrastructure for case-finding and referral in addition to having
the financial incentive for referral, given their financial risk for certain specialty and inpatient
services. Results from interviews with several county CCS administrators indicate that the
perceived changes taking place in provider referral practices seemed to encompass all potentially
CCS eligible children, whether they were in a mandatory managed care group or a non-mandatory
managed care group. While some of this change can likely be attributed to the financial incentives
for physicians and health plans, there are other explanations for the increased participation.
According to CCS administrators in several managed care expansion counties, California's carve-out
of CCS services increased the visibility of the CCS program not only to the provider community but
also to the local Medi-Cal offices that are one source of CCS referrals. Overall, the findings indicate
that the carve-out policy stimulated a combination of practice changes that led to increased CCS
program participation.

Findings for CCS Expenditures

The carve-out did not cause a significant increase in total CCS-authorized expenditures in most
managed care expansion counties.

Despite increases in monthly claimant volume, the carve-out generally was not associated with
increased monthly CCS-authorized expenditures. Increased CCS expenditures during the study
period were found in COHS counties but not in all Two Plan counties. When compared with non-
expansion comparison counties, however, no overall increase in expenditures was found for the Two
Plan or the COHS counties. COHS results were sensitive to the group of non-expansion counties
used as a comparison group, however, and showed a significant increase when compared to eight
counties with independent CCS programs but not when compared to these counties in addition to
several other metropolitan non-expansion counties. While findings at the aid category level were




sensitive to the type of specification used, there was some indication of increased expenditures
within the SSI aid category only, in the Two Plan and the COHS counties. No increases were found
for the larger cash assistance and medically needy aid categories.

The carve-out was associated with a decline in expected monthly costs per CCS claimant, but a
statewide trend toward lower per individual expenditures appeared to dominate the trend.

Monthly expenditures for a child having a CCS claim declined in COHS counties with a trend
toward decline in Two Plan counties. Median and 75™ percentile claimant expenditures for the
mandatory group in Two Plan counties appeared to be lower after the carve-out. Per claimant CCS
expenditures are skewed; for example, for the mandatory group in Two Plan counties, the post
carve-out median monthly claimant expenditure was $254 while the mean was $4,188. This finding
was consistent with the expectation that higher volume post-carve-out claimants in the lower tails of
the cost distribution would lower the claimant cost at the median and upper tails of the distribution.
However, this finding could also be explained by an independent time trend of declining per claimant
expenditure.

The carve-out was associated with an increase in monthly claimants receiving CCS-authorized
ambulatory services, such as physician services in office and outpatient settings, and hospital-based
outpatient services, and an increase in claimants receiving pharmaceutical authorizations.

The number of children with claims for ambulatory physician and for hospital outpatient services
increased with the carve-out. In contrast, and as expected, there was no change to the monthly
number of children receiving inpatient hospital services. Hospital inpatient stays were expected to
be less sensitive to carve-out incentives. It was not hypothesized that the volume of newly
identified children with cost-intensive, medically complex diagnoses would increase significantly
with the carve-out. Findings were consistent with this expectation given the lack of significant
expenditure increase for inpatient hospital services. Among those claimants mandated to participate
in post carve-out managed care, monthly expenditures for physician office services, and hospital
outpatient services, declined per recipient of those services. This suggested lower intensity service
per recipient, which is consistent with a carve-out effect of increasing CCS program participation
among "marginally eligible" children with lower expected CCS costs. For the non-mandated group,
expenditures per recipient of the service declined for pharmaceuticals, hospital outpatient, and
rehabilitation hospital services, though not for ambulatory physician services. Results tended to
show that rather than increasing total expenditures, the carve-out tended to increase the number of
low average expenditure claimants.

It is also possible that the expansion/carve-out caused systemic changes with effects not limited to
those formally "exposed" to the carve-out effects. While this argument is plausible and is consistent
with the observations of those CCS program administrators interviewed, this remains only a
hypothesis.




Findings for Carve-out Impact on the CCS Program

The carve-out appeared to broaden the CCS role in authorizing services for which the program
would not have been involved prior to the carve-out. Organizational changes were stimulated by the
managed care expansion and CCS carve-out. Extensive contact between the local prepaid health
plans and the CCS program took place along with expanded outreach and community education
regarding CCS program eligibility. When the carve-out was adopted, the CCS program implemented
a defined time window within which CCS medical eligibility would be determined. The carve-out
also facilitated CCS enforcement of provider paneling standards for a larger proportion of CCS
eligible Medi-Cal beneficiaries. Some CCS administrators who were interviewed as part of the
study noted that the CCS program was increasingly known for its case management functions, and
that the CCS program role could eventually evolve into a role of quality assurance and oversight for
children with special health care needs. Some CCS administrators indicated that prepaid health
plans potentially offered more flexibility for adopting policies and procedures in response to the
carve-out. In several of the expansion counties, one or more administrators expressed the
observation that the program had moved away from an initial somewhat "adversarial” relationship
between one or more of the health plans and the CCS program. Some administrators reported that
the combination of a carve-out with the entry of commercial health plans with a statewide presence
was resulting in greater program standardization across the counties, in terms of medical eligibility
and in terms of authorization for specific services. Finally, while beyond the scope of this study,
CCS program administrators reported new, evolving challenges for the CCS program. Broader
issues than the "case-finding" and expenditure effects are evident, such as the sustainability of
specialty provider networks given low Medi-Cal payment rates and specialty care restrictions in the
non-Medi-Cal commercial health care sector for children with special health care needs.

Policy Implications

For children in low-income families, there are many public programs for which case-finding and
access to health care are important objectives. The evolution of Medicaid and Title V programs,
among others, creates divided responsibility across public programs for meeting the medical care
needs of children with special health care needs. The conversion of fee-for-service state Medicaid
programs to managed care systems can affect the roles and responsibilities of each of these
interdependent programs. Whether implemented for financial or access to care objectives, service
carve-outs provide a potential mechanism for referring vulnerable children to the appropriate public
program or service sector.

These findings indicate a substantial effect on case-finding where responsibility for services is
divided across programs. In this study, new financial incentives for health plans and providers, and
greater visibility of CCS eligibility in the provider community and even within some Medi-Cal field
offices, appeared to increase referral to CCS and expand monthly claimant volume. Health plans
and physicians alike were given a clear financial incentive to identify and refer CCS eligible children
to the CCS program. Findings suggest that some children in the pre carve-out period who were CCS
eligible were not referred or were not found to be eligible. While some of the change can likely be




attributed to the financial incentives for physicians and health plans, there are other explanations for
the increased participation. Some services for CCS eligible children may have bypassed CCS and
been authorized by Medi-Cal. There is some evidence that the managed care expansion and the CCS
carve-out thereby stimulated statewide effects that extended to the non-expansion counties.

Increased case-finding may change the composition of program participants. If this occurs, then
caseload projections and expectations of per child expenditure based on pre-intervention data many
not reflect actual post-intervention experience. In this study, monthly expenditures per claimant fell
across the post carve-out period. While there was a time trend of declining per child expenditures
over the study period, it appeared that the carve-out increased monthly volume of children with
lower expenditures. It suggests that the tightening of the authorization process with respect to CCS
involvement brought lower intensity claimants into the system and also increased overall services
authorized for known eligible. It appears that on average, these were lower intensity services.

It is important to note that California's carve-out policy did not directly impose a different delivery
system for CCS services. Instead, it created a financial incentive for referral and for adherence to
CCS program standards. This is in contrast to other carve-out arrangements that introduce a new
health care management system (contractor) into the delivery system. It is not known whether
children who were not referred to CCS prior to the carve-out saw providers and/or received care that
met CCS program standards of care. To the extent that the provider or location of care changed for a
child as a function of the carve-out, the primary mechanism was greater enforcement of pre-existing
CCS standards. Participation of children in the new Medi-Cal managed care delivery system could
have changed the primary care provider and the specialists that were accessible for the child beyond
the CCS diagnosis and CCS involvement, for better or for worse. Prior to referral to CCS, only the
contracted primary care and specialty providers within a given health plan's provider network are
accessible to a child. Such access questions comprise an important area for future research but
remain outside the scope of this study.

Whether quality of care was enhanced by the carve-out policy is not known. This study did not
evaluate how service access and volume may have changed for children. The only finding that
relates directly to quality stems from increased referral to CCS. Greater referral rates to CCS may
increase children's access to appropriately trained providers in the most optimal settings available
(as defined by CCS standards). Prior to the CCS carve-out, findings suggest that some eligible
children were not referred to CCS, and CCS was unable to play a referral and case management role
for such children. Of course, it is important to keep in mind that without the carve-out, health plans
would have been responsible for authorizing and reimbursing CCS services. Thus a complete carve-
out evaluation would need to account for how CCS services might have been delivered within a fully
capitated system.

Another important policy finding is that the carve-out effects may have extended beyond the
targeted group of beneficiaries. The carve-out appeared to enhance case-finding and CCS
authorization roles for those child Medicaid beneficiaries who were not required to participate in
managed care.
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California's carve-out of CCS services from prepaid care increased the visibility of the CCS program
to the provider community as well as within the Medi-Cal program. The carve-out enabled the CCS
program to more fully identify their target population, and to become more involved in monitoring
the health care received by eligible children. The fact that the carve-out policy preserved an
independent authorization process that was external to the health plans also was reported as a
positive outcome of the carve-out policy. Greater recognition of the CCS role in case management
was reported by some program administrators to demonstrate the program's value for children with
special health needs. The increased and regular contact between the prepaid health plans and the
CCS program may also offer future opportunities for system improvement that extend beyond
Medi-Cal managed care beneficiaries to commercially insured children with special health needs.
Future oversight and quality assurance roles of the Title V program may be more productive under a
carve-out than under a fully capitated system, to the extent that more eligible children are identified.

While California's carve-out policy and pre-carve-out case-finding patterns may not be replicated
exactly in other states, features of the policy and its impact are relevant to Title V programs in other
states and potentially to other publicly funded health programs for children. It is possible that in
other states as well, some eligible children are not referred to the Title V program. Even though
California requires such referral, this study suggests that a greater number of children—and/or a
greater volume of services they received—were part of the CCS program after the carve-out
incentive was put in place. There are a number of publicly funded health programs for children that
are independent but require coordination with other programs—such as Medicaid and EPSDT, Title
V, developmental services, and mental health—and these findings may be relevant to those
programs. Such health programs also in many cases require coordination with commercial insurers
and the medical care system for certain groups of children. These findings are directly applicable to
non-CCS programs such as mental health that involve similar financial and organizational
relationships. For example, California's carve-out of behavioral health services from prepaid health
plan contracts requires coordination between the health plans and the public department that
manages the carved-out services, with potential lack of clarity regarding responsibility for diagnoses
that involve ambulatory services. Thus the interface along with the case-finding and cost-shifting
incentives of California's CCS carve-out provide important findings for other programs and other
states.
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CHAPTER 1—INTRODUCTION

Children in low-income families or who have high medical needs may receive health services from a
range of publicly funded programs. The evolution of child health policy in the U.S. has created a set
of separate programs that serve specific groups of children based on a combination of income level
and health need (Schlesinger & Eisenberg 1990). As a consequence, the concept of service
exclusions or "carve-outs" and the incentives they create should be a particular policy interest to
policy-makers. State Medicaid agencies administer the largest publicly funded child health
programs. Many states are following the lead of early implementing states such as California in
expanding managed care as a new delivery system for Medicaid beneficiaries. In a 1998 national
survey of 41 states that converted to Medicaid managed care systems, five (5) states reported
carving-out from the medical managed care contracts (or having special arrangements for) Title V
Children with Special Health Care Needs services (Holahan, Rangarajan, Schirmer 1999b). A total
of 23 states had carved out behavioral health services. The questions of which populations should
be offered optional participation, and what services should be included or excluded from the
capitated managed care contracts, are now before policymakers in many states. An empirical basis
can help inform current and future decisions.

The purpose of this study is to understand how a "carve-out" of specialty services during a
Medicaid transition to managed care affects both identification of and expenditures for children with
special health care needs. This chapter describes the rationale for studying California's carve-out
policy and for understanding incentive effects generally. It outlines the study hypotheses and
approach, and the study limitations along with directions for future research.

Changing Financial Incentives in the U.S. Health System

Efforts to align incentives in the U.S. health system to promote quality while containing health care
costs have motivated a significant proportion of health services research. Many have noted the
potential inefficiencies in delivery of health services generated by fee-for-service payment systems,
as well as the potential disincentives to quality and appropriateness of care generated by fully
capitated, prepaid payment systems (Iglehart 1983). The challenge of balancing different incentive
systems is seen most clearly in health care for populations who are high users of medical care due to
intensive medical need (Kronick, Zhou, Dreyfus 1995). For these populations, managed care
policies such as "gatekeeping" and placing physicians at financial risk are a particular concern. The
need to understand the impact of incentives for children with special health needs has been identified
due to (1) their medical vulnerabilities, and (2) their dependence on complex publicly funded health
programs, relative to other children and relative to adults (Simpson & Fraser 1999). Medicaid and
Title V are examples of such programs. Children with special health needs (defined broadly) also are
disproportionately from low-income families who may have particular difficulties navigating
services when utilization barriers are placed in their way. As a result, publicly and commercially-
driven policies that may cause only incremental changes in health care use for the general U.S.




population could cause more substantial changes in health care access for more vulnerable
populations.

For these reasons, a number of policies have been adopted by health insurers and by public health
care payers such as the Health Care Financing Administration (HCFA) to “manage” the incentives
of prepayment. Examples of such policies include applying risk adjustment in health care
reimbursement systems; promoting health care quality by monitoring key indicators (e.g., HEDIS)
and beneficiary satisfaction (e.g., the Consumer Assessment of Health Plans (CAHPS); eliminating
patient cost-sharing or physician financial risk for preventive care services; and employing specific
service or population exclusions from prepayment.

California's Medicaid Managed Care Transition and Specialty Care "Carve-out"

This study uses data from California—a state that implemented Medicaid managed care earlier and
more broadly than most other states—to understand the financial incentives of a "carve-out"
payment system for children. In the 1990's, California initiated a phase-in of mandatory managed
care—on a staged county-by-county basis—for many child Medicaid beneficiaries. California chose
to require nearly all beneficiaries in certain aid categories to participate in the managed care
expansion. More specifically, the children who were required to participate included those receiving
welfare benefits or meeting general low-income Medicaid eligibility requirements. This included
most child Medicaid beneficiaries who were eligible for the Social Security Act Title V (Part 2)
Children with Special Health Care Needs program, due to having medical diagnoses such as spina
bifida or cerebral palsy.

Concerns that access and quality of care could be jeopardized for this vulnerable group of children if
providers were placed at financial risk for these services led to special legislation. The legislation
was passed in 1994 as managed care implementation dates approached. The legislation was a policy
compromise that subjected most children to the managed care requirement but did not extend
capitation to Title V services. The objective was to remove Title V services from the financial risk
of health plans and providers. The exclusion from capitation covered specialty services provided to
children with Title V eligible medical diagnoses. Specifically, Medicaid services relating to an eligible
medical diagnosis were excluded from the managed care contracts and continued to be reimbursed on
a traditional fee-for-service basis. The child health program in California that authorized such
services prior to and following the carve-out is called "California Children Services", or CCS.

Importance of California's Carve-out Experience for Other States and Child Health
Programs

Several characteristics of California’s managed care expansion raise important policy questions for
California and other states. The difficulty in determining whether specific services are required
exclusively for a particular diagnosis suggests that this mixed reimbursement policy could motivate
cost-shifting from capitated care to the carved-out services. Because many states are using carve-
outs in their Medicaid managed care expansions, it is important to understand the incentives that




carve-outs create and their implications for costs and caseloads. Carve-outs may affect program
costs, case-finding of children with special health needs, and the composition of caseloads in public
programs such as Title V. Carve-outs of mental health services from Medicaid managed care
contracts share some characteristics with the CCS carve-out policy. These shared characteristics
include the new financial and organizational relationships as well as the potential for divided
responsibility for services related to some diagnoses (e.g., attention deficit disorder). Thus results
of this study will help Medicaid agencies to anticipate effects of their reimbursement policies for
children with chronic conditions or disabilities, for total costs as well as for case finding. The study
also will help policymakers understand the impact on (and the response of) public child health
agencies under a managed care transition and carve-out policy.

Ensuring compliance with standards of care Another important implication of carve-out
impact is that CCS paneling requirements set qualifying standards for providers. These standards
apply to physicians providing ambulatory services as well as to comprehensive hospital-based
centers serving children with special health needs. Many children participating in California's
Medicaid managed care plans in the late 1990's are under the care of a general practice or family
practice physician rather than a pediatrician, for primary care services. Preserving the fee-for-
service option only for providers who meet Title V qualifications may sustain if not enhance quality
of care to the extent that it is influenced by physician training or by organizational characteristics of
the health care setting as prescribed by CCS.

Accounting for caseload changes in evaluating managed care impact Understanding carve-out
effects is important in evaluating costs and access following managed care conversions. A key
question for Medicaid managed care evaluations is whether carve-outs allow costs to be shifted from
the prepaid contracts to the fee-for-service portion of Medicaid. If the exclusion of specialty care
for patients in mandated managed care causes a shift towards higher specialty expenditures, these
carve-out effects should be considered when the effects of the managed care expansion for children
with special health needs are evaluated.

Extending family needs assessment and oversight to children with special health needs It
also is important to know how carve-outs may affect public program participation. While
unintended, the California carve-out may be an effective mechanism for motivating Title V case
finding. Title V programs often provide access to “wrap-around” health services for children and
their families. They can refer families to additional programs and services and directly provide
administrative case management services. Title V programs also can help to ensure continuity of
care when a child's health insurance arrangement changes, because case management services extend
to child Medicaid beneficiaries as well as to some uninsured and some commercially insured
children. Thus identification of the total target population is a key Title V function. Although
states may not implement specific financing strategies solely for the purposes of case finding, these
results could inform the issue of whether financial incentives affect the identification of children
with special health needs, or a subset of children with specific diagnoses.




Understanding unique features of carve-out impact involving public and private sectors
Studies of carve-outs that involve commercial managed care and public agencies also are useful in
highlighting unique implementation issues. A public sector (such as Title V) carve-out shares some
characteristics with commercial sector mental health care carve-outs, as in both cases there is an
organization distinct from the fully at-risk prepaid health plan that is responsible for authorizing
services. However, there may be unique aspects of a carve-out that occur in a public agency due to
existence of a different incentive structure. Also, its financial risk situation may be qualitatively
different than that of a commercial organization managing a carved-out benefit. This study
complements research on mental health carve-outs that link commercial medical managed care with a
publicly managed mental health benefit. While this study does not investigate these differences, the
study focuses specifically on effects for a publicly managed benefit and thus should be directly
interpretable by Medicaid agencies and policy makers.

Extending lessons from early implementing states to those states currently designing
managed care expansions Finally, California is a large, diverse state with generous income and
medical diagnostic eligibility for Medicaid and Title V, and thus has a more adequate population size
than many other states to test this study’s hypotheses. While California's unique policy and
CCS/Medi-Cal traditions may not generalize to all other states, the analytic approach and key
findings should be relevant to other states. California also has a highly competitive managed care
industry, and therefore the incentive effects of a carve-out would be more clearly observed than in
other states. California's experience provides an opportunity to test these important hypotheses in
the kind of managed care environment to which many other states are moving. California’s carve-
out is an example of a temporary policy imposed by special legislation. Having an empirical basis
for future decision-making can help guide more permanent decisions about the payment policy.

Hypotheses for Carve-out Impact

When providers are placed at financial risk for medical care with specific services "carved out" from
their risk, a financial incentive to shift costs to the carved-out services is created. Theoretically such
a policy creates a financial incentive for the provider to refer children to the entity responsible for
the carve-out services whenever eligibility is suspected. It also creates an incentive for identifying
services as related to the qualifying diagnosis. Thus the CCS carve-out policy may affect both the
volume of CCS participants and the volume of services identified as CCS-related.

The CCS carve-out design not only creates financial incentives but also introduces a new
participant—the prepaid health plans—into the CCS referral process. Because the health plans
generally bear some financial risk, they have the financial incentive as well as the administrative
infrastructure to refer to CCS. On the provider side, it is expected that the referral process will be
affected by physicians, hospitals, and the prepaid health plans. The perceived costs and benefits
associated with making the CCS referrals are expected to drive the referral practices. On the fiscal
agent side, the referral process is affected by Medi-Cal field offices and by the local CCS programs.
State protocols and procedures and any local variations are expected to drive their behavior. Any




combination of referral and authorization practice patterns on the part of these different institutions
could contribute to carve-out impact.

Caseloads and expenditures are expected to be dynamic in such a large state during a period of
economic, welfare, and program changes. The magnitude of Medi-Cal program changes during the
1990's may have spillover effects from the targeted groups in managed care expansion counties to
other groups and to other regions. However, the association between the pre and post carve-out
periods in the expansion counties relative to the comparison counties may identify unique trends
that are attributable to the carve-out. Increased program participation may also change the
diagnostic profile and/or the average per claimant cost experience among CCS program participants.

Aim 1 Determine whether the financial incentives of a carve-out policy increase case-
finding of children with Title V-eligible conditions.

The first aim of the research focuses on the financial incentive for "case finding" of children with
CCS qualifying medical diagnoses that is imposed by the carve-out policy. California's CCS
program has a case-finding mandate and mission. It traditionally has relied on physicians and
hospitals for referrals of medically eligible children. The expansion and carve-out create a new risk
arrangement for providers and introduces prepaid health plans into the referral, authorization, and
payment process for services to child Medi-Cal beneficiaries. There is an opportunity to
investigate whether the addition of a new financial incentive affects the proclivity of providers to
refer child Medi-Cal beneficiaries to CCS. Increased program participation may also change the
diagnostic profile of CCS program participants. It also may change the average cost experience per
CCS claimant.

Hypothesis 1: The number of children with at least one CCS-authorized Medi-Cal claim will
increase following the carve-out relative to the pre-carve-out period and to the pre and post carve-
out periods for the comparison groups.

Hypothesis 2: The increased case-finding will cause a change in the distribution of qualifying CCS
medical diagnoses among identified CCS eligible child Medi-Cal beneficiaries.

Aim 2 Determine whether carving out specialty services increases total fee-for-service CCS
payments and total Medi-Cal payments.

The second aim of the research focuses on the financial incentive to identify more medical services
as potentially related to a CCS qualifying medical diagnosis. Relative to a fully fee-for-service
system, imposing prepayment for a scope of services would be expected to heighten sensitivity of
those at financial risk to the potential for CCS program authorization. There is an opportunity to
investigate whether the addition of a new financial incentive affects the proclivity of providers to
identify more of the medical services they are providing as potentially related to a CCS qualifying
medical diagnosis.




Hypothesis 3: Expenditures on FFS CCS specialty services will inérease in the post-carve-out
period.

Hypothesis 4: The increased case-finding will cause a change in the distribution of per CCS
claimant expenditures. Mean monthly expenditures per claimant will be lower in the post-carve-out
period relative to the pre-carve-out period, and/or relative to the comparison counties.

Study Design

It is important to outline the strengths of the study as well as its limitations. Greater detail is
provided in Chapter 3. Use of multiple comparison groups to strengthen the study is described
here, followed by key limitations of the study and directions for further research. These are
provided to elucidate the scope of this research and to illustrate how additional research could build
upon it to answer some key policy questions for children with special health care needs.

The study examines the relationship between managed care participation under a carve-out program
and the volume of CCS claimants and total expenditures for CCS services. The quantitative
component of this research is a panel study that compares CCS program outcomes across counties
and managed care eligibility groups for a four year period. Comparison of those subjected to the
managed care expansion to those exempted from mandatory participation can net out secular
changes in estimating the specific policy effect. A pre-post policy comparison may not adequately
capture cost and utilization trends that are unrelated to the policy being studied. The rapid changes
underway in the health system are difficult to capture as “control variables” in a pre-post
comparison, and other approaches are needed to account for these changes. Multiple comparison
groups are used in this study to address the problem of heterogeneity in group and time effects.

Figure 1.1 — Managed care enrollment options in counties during Medi-Cal managed care

expansion
Pre carve-out Post carve-out

Expansion counties (14)

Beneficiaries in mandated aid categories FFS or voluntary MC MC plus carve-out b

Beneficiaries in non-mandated aid categories FFS or voluntary MC | FFS or MC plus carve-out
Non-expansion counties (36)

Same beneficiaries as mandated categories FFS? FFS?

Same beneficiaries as non-mandated categories FFS? FFS?

? Three counties had options for voluntary MC in the Pre period, and MC plus carve-out in Post period
® Mandated aid categories differ between the 12 “Two Plan” and the 2 “COHS” counties




The qualitative component of this research uses interviews with state and county CCS program
administrators to clarify and interpret the carve-out policy's impact. Interviews were conducted
with administrators from counties that provided diversity of county size and geography, as well as a
mix of COHS and Two Plan model managed care counties.

Limitations, and Directions for Future Research

Given the complexity of the Medi-Cal and CCS programs, it is difficult to characterize all of the
relevant population, service delivery, and program changes that could affect carve-out impact. It
also would be useful for policy-makers to be able to distinguish between provider response and
beneficiary/family response to prepayment incentives, and to understand how Title V agencies may
respond over time to managed care expansions (such as changes to authorization patterns). A
broader evaluation would be necessary to quantify these different responses and to attribute them to
specific agents. Understanding the mechanisms that health plans use for case-finding could help
Medicaid and Title V to anticipate referral volume changes for purposes of staffing and outreach.
There are multiple commercial health plans operating in the different expansion counties. The
limited degrees of freedom precludes quantitative analysis of how different commercial health plans
may have responded to the carve-out and how any differences in response that did occur have
affected the outcomes of the carve-out (e.g., claimant volume, total claimant expenditures).

The carve-out may have two effects that are difficult to capture in claims data but that are important
nonetheless. One such effect is earlier identification of children who would otherwise have been
identified as CCS-eligible at a later stage. Such a change in the timing of identification and referral
may not cause a large sustained caseload increase over time, but it does constitute a significant carve-
out effect in terms of (1) referral activity; (2) the ability of the CCS program to influence what
provider(s) deliver diagnostic and initial treatment services; and (3) children's timely access to CCS
case management and other services. A second such effect is the identification and referral of
children who turn out not to have CCS-eligible medical diagnoses. If CCS does not authorize
diagnostic or other services for such children, then there will be no observed effect in the claims data
in terms of claimant volume or expenditures. However, there may be an effect of significant policy
interest. The fact that the carve-out encouraged identification of children who have special health
needs within health plans creates an opportunity to target this population for quality of care
studies, access to care evaluations, and case management services, as well as other possible
interventions.

There are some limitations to the generalizability of the study findings. The counties that were first
to implement the carve-out and the managed care expansion were not selected randomly for early
implementation. Instead, they were implemented early because they did not experience the scope of
challenges and the resulting delays and start-up problems of larger counties such as Los Angeles. It
is possible that counties such as Los Angeles in which the carve-out occurred late in the study
period experienced different caseload and cost outcomes than those identified in the early months.
More generally, the involvement of California's CCS program with authorizing fee-for-service Medi-




Cal claims means that the system studied here shares some but not all characteristics of traditional
fee-for-service payment systems. Pre carve-out "circumvention" of the CCS program may be
unique to California's Medicaid system. These results will need to be interpreted by policy makers
with this delivery system feature in mind.

It is possible that whether or not overall costs and CCS program participation change in response to
the carve-out, there may be an impact on access and quality of care. The research questions in this
study focus on the cost and enrollment effects of a policy that places providers at risk for children’s
medical care, exempting services related to an identified medical diagnosis. No data are available on
use of services provided within the capitated prepaid health plans. Consequently is not the intent
of the study and is beyond the scope of these data to identify how total medical care utilization
changed for children, if at all. Given the scope of changes underway, these are clearly issues
deserving of study. A broader evaluation could address these questions as well as examine the role
of the carve-out and the impact of commercial managed care in terms of specialty provider program
participation and availability. This dissertation provides a foundation from which a broader
evaluation could build.

Organization of the Dissertation

The following chapter reviews the literature on payment incentives with an emphasis on impact of
managed care growth. The chapter also examines the literature on carve-out incentives and their
impact in different delivery settings. The review provides a foundation for the study hypotheses
about how the total number and type of children participating in CCS may change, and how
expenditure patterns may change due to a cost-shifting effect. It also reviews the relevance of
managed care arrangements for children with special health needs specifically and briefly reviews
current research on Medicaid managed care impact for children with special health needs. Chapter 3
describes the evolution of Medicaid and Title V payment policies, and the origins and operational
implications of the carve-out policy. With this foundation, Chapter 4 describes the design of the
quantitative analysis of CCS program participation and expenditures, and the methods of the
qualitative component of the study that focuses on CCS program administrator experiences with the
carve-out impact. Chapter 5 examines carve-out impact on CCS program participation and on
caseload composition as defined by diagnostic profile of monthly claimants. Chapter 6 examines
carve-out impact on CCS expenditures. It evaluates whether expected monthly CCS expenditures
per claimants, and expenditures by provider type, change with the carve-out. This provides insight
into how the carve-out affected referral practices. Chapter 7 describes the findings from interviews
with state and county CCS program administrators about carve-out impact, including the specific
mechanisms for change and their observations of post carve-out roles for CCS. Chapter 8 integrates
the findings and discusses the policy implications for publicly funded child health programs in
California and in other states.




CHAPTER 2—BACKGROUND ON PAYMENT INCENTIVES AND CARVE-OUTS

This chapter discusses the carve-out concept and its theoretical effects for service use and costs, and
summarizes the key literature on carve-outs and a more general literature on provider responses to
payment incentives. The chapter begins with an overview of policy objectives in carve-out
initiatives. This is followed by a brief review of approaches to and results from evaluating provider
response to financial incentives. Attention to methodologies employed is included. A discussion of
roles and impact for public agencies involved in a carve-out policy is then provided. This is
followed by an overview of evaluations undertaken in Medicaid program or other public program
carve-out policies. Specific areas in which studies are needed to understand incentive impact also
are discussed.

2.1 Financial Incentives and Use of Carve-out Arrangements

This section reviews the relevant literature on provider response to incentives, examines what is
known about provider cost-shifting in managed care, and synthesizes the limitations of the existing
literature for answering the primary policy questions that are the focus of this study.

Policy Objéctives of Service Carve-Outs

The rationale for excluding specific services or health insurance benefits—such as mental health
services—from prepaid health plan contracts has been primarily to manage the moral hazard of
insuring specific services by having specialists manage those benefits (Frank, Huskamp, McGuire et
al 1996). Exclusions from mainstream prepaid health plan contracts of services or of particular
populations, such as Medicaid beneficiaries with diagnoses requiring intensive, expensive medical
care, are thought to reduce health plan incentives to compete on patient risk (Glied 1998).

Typically these exclusions, termed “carve-outs”, are managed separately from other medical care,
and have distinct budget, and distinct provider networks and incentive arrangements (Frank,
McGuire, Newhouse 1995).

Survey results reported by Hodgkin, Horgan, and Garnick (1997) indicated that in 1989, 54 percent
of commercial managed care organizations used separate contractors to provide behavioral health
services. Grazier and Eselius (1999) report on key objectives of carve-out arrangements for mental
health services. They report that cost objectives are coupled with access concerns with a special
interest in the parity of mental health and medical care increases. Often payers are looking for the
most cost-effective alternative, and this may mean using a specialty MCO for the mental health
benefit. These authors excluded from their review some evaluations of carve-outs that had divided
benefits.

A 1997 study (Brisson, Frank, Notman et al) of a behavioral health carve-out with a national
managed care organization highlights the outcomes of interest in a specialized managed care carve-
out, and underscores some of the differences between expected outcomes in such an arrangement and




the possible expected outcomes in a publicly managed service carve-out. It also highlights the
outcome commonly studied in such carve-outs, which is utilization of the carved-out services.

Implementation of service exclusions in many State Medicaid programs in the 1990°s provides a
unique opportunity to evaluate effects of such exclusions on health care costs. It has been observed
that carve-out policies can limit biased selection (resulting from health plan competition to reduce
enrollment of higher cost individuals) but in other cases are adopted to take advantage of the
specialization in managing certain services that a specialized managed care organization can provide
(Brisson, Frank, Notman et al 1997). With respect to possible selection effects, service exclusion
policies are currently attractive to many states because the field of pediatric risk adjustment for
aligning incentives is only in early stages. This is in part because the children who would most
benefit (those at risk for high costs due to complex medical conditions) are small in number, but have
a very diverse set of diagnoses and unpredictable costs that do not lend themselves easily to
expected-cost-based risk adjustment systems (Andrews, Anderson, Han et al 1997; Ireys,
Anderson, Shaffer et al 1997; Fowler & Anderson 1995). Also, the impact of misaligned incentives
on children’s access to care and on their health outcomes may be significant, long-term, and
politically sensitive.

A policy compromise that may achieve the best of fee-for-service and of prepaid health care
involves transforming payment policies into mixed managed care and fee-for-service systems (Glied
1998). Such an arrangement embodies aspects of a carve-out policy by placing an organization at
financial risk for some services but handling other services sensitive to selection or underutilization
problems under a different financial arrangement. Investigation of how well such mixed policies
function in practice is deserving of study because of the significant implications for overall costs and
efficiency.

Most published studies on this topic focus on carve-outs and exclusions that create distinct, prepaid
contracts for specific services. These carve-outs exclude all services of a particular type; in contrast,
the California policy excludes services only when they are specifically required for certain

underlying diagnoses.

Provider Response to Financial Incentives

There is a substantial literature on how providers respond to reimbursement changes. The
economics of provider behavior—whether the hospital or the physician—generally focuses on the
medical care provider as an income maximizer. Some studies of physician behavior suggest that
physicians respond to changes in relative pricing of services (by large payers such as HCFA)
generally by increasing or decreasing the provision of specific types of services (Gruber & Owings
1996; McGuire & Pauly 1991; Rice & Labelle 1989; Reinhardt 1985). Several studies on physician
incentives under price ceilings identify a tendency for physicians to increase the total volume of
claims, which has been termed a “volume offset” effect (Barer, Evans, Labelle 1988; Reinhardt
1985). “Volume offset” behavior would enable a physician to maintain a certain income level given
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the price constraint. A number of studies have sought to quantify physician response to relative
price changes (Escarce 1993; Christensen 1992).

A number of studies examine whether or not providers respond to price limits or prepaid
contracting by increasing charges to other patients. Studies of hospital responses to financial
incentives find that exogenous changes such as Medicaid reimbursement reductions, or an increased
share of prepaid patients in a hospital population, can result in some costs being shifted to other
types of patients (Foster 1985; Hay 1983; Danzon 1982). Numerous studies find strong effects of
prospective payment incentives for physicians and hospitals, sometimes reducing total services and
sometimes resulting in apparent “quality” changes to attract more profitable patients (Ellis &
McGuire 1996; Ellis & McGuire 1993; Dranove 1987).

Other possible explanations for how incentives could drive a carve-out effect have been offered. For
example, Gruber & Poterba (1994) refer to "recognition effects” in which implementation of a policy
causes the relevant actors to alter their behavior based on new perceptions. Thus it can be the
simple implementation of a policy, rather than its magnitude, that causes the impact.

Other studies examine the presence or magnitude of response when mixed financing arrangements are
used to compensate providers for the care of a patient. Providers may respond when the individual
receives care from more than one provider, institution, or payer, and when responsibilities for care
are difficult to clearly define among providers. This may be particularly likely to occur for children
with complex medical conditions, because of the inherent difficulty of dividing responsibility for
their care. This type of payment response has been described as a moral hazard effect of payment
incentives, and has been labeled more specifically a “claims reporting” type of moral hazard by
Butler, Hartwig, Gardner (1997).

Children with CCS eligble diagnoses often receive services from multiple programs and providers.
Studies of workers' compensation patterns linked to regional HMO penetration rates provide a
conceptual and methodological foundation for examining carve-outs for children. Butler et al.
examined the association between growth in workers compensation claims and HMO penetration in
health care markets. The workers compensation case is somewhat analogous to a Medicaid service
carve-out. State laws require fee-for-service indemnity payment for workers compensation injuries;
at the same time, medical benefits of workers can be prepaid or fee-for-service, depending on the
worker’s selection of a health insurance benefit. The authors examined the association between
HMO penetration, and claimants’ insurance type, on both the frequency and the severity of
workers compensation claims.

A methodological difference between workers' compensation studies and the analysis of the CCS
carve-out policy is that costs per episode can be evaluated for such studies. Also, the policy
implications of cost-shifting are somewhat different in the workers compensation example than in a
Medicaid service carve-out situation. In the workers’ compensation example, costs were shifted to
a different financing source when changes occurred in a separate market (the commercial health
insurance industry). Personal medical costs were shifted to workers compensation funds. In a
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Medicaid service carve-out, costs are more likely to simply be shifted from one stream of Medicaid
funds to another, rather than from one payer to another. However, similar implications hold in the
workers compensation and the Medicaid carve-out examples. One effect is to drive up costs in one
funding stream while another sector—prepaid health plans—may achieve higher profits while
appearing to achieve cost savings. A second potential effect is to increase the number of individuals
filing at least one claim, which in the Medicaid case would translate to increased case-finding of
children with Title V-eligible conditions.

Other studies have evaluated health plan “learning curves” following implementation of carve-out
payment policies. Sturm (1999) used several measures to evaluate whether effects of behavioral
health carve-out policies manifest not immediately but over time. Reasons to expect that experience
over time could matter include network maturation; improvement in care management procedures:
and improved monitoring policies and procedures that can lead to greater carve-out response over
time (Sturm 1999). This study examined annual data for 52 managed behavioral health plans in 14
states that implemented between 1991 and 1996. Measures whose association with carve-out
service costs were examined included (1) time since plan implementation, to capture plan-specific
organization learning; (2) volume of claims in the plan's primary state, to capture provider (network)
maturation affecting all plans in a particular region; and (3) cumulative volume of claims processed
by the plans' management company, to capture experience.

2.2 Evaluations of Managed Care and Service Exclusions

This section reviews the results of several studies in workers compensation, in commercial health
insurance arrangements (behavioral health services), and also in Medicaid managed care expansions.
It also identifies the special relevance of the carve-out mechanism and payment incentives for
services to children with special health care needs.

In their workers compensation study, Butler et al. found that an eight percent increase in the HMO
covered population would have increased the number of claims by 19 percent, and would increase
average medical costs by 10 percent more than average indemnity costs (Butler et al. 1997). These
authors also used data from a single firm operating in all 50 states to better control for occupational
differences and possible changes in employee benefits over the study period. These data were
evaluated to determine how state-level HMO participation rates affected individual-level costs and
frequency of work-related episodes. The frequency of claims was found to be higher for patients
visiting HMO providers and was consistent with findings from the earlier study. Medical costs per
claim for workers compensation patients visiting HMO physicians were found to be slightly lower
than costs for those visiting fee-for-service physicians, suggesting that workers with HMO coverage
have a higher frequency of claims but that the average severity or cost of the claim is relatively low.
The authors suggest that both the reporting of problems as work-related, and the frequency of
work-related claims once reported, increased with HMO penetration and with workers’ enrollment
in HMOs. Butler et al cite an earlier study of workers’ compensation costs, which studied workers
compensation claims for federal civilian employees working at eight shipyards, and found that areas
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in which more workers were enrolled in HMOs also had higher average workers’ compensation
costs (Ducatman 1986).

A 1997 study (Brisson, Frank, Notman et al) of a behavioral health carve-out with a national
managed care organization highlights the outcomes of interest in a specialized managed care carve-
out, and underscores some of the differences between expected outcomes in such an arrangement and
the possible expected outcomes in a publicly managed service carve-out. It also highlights the
outcome commonly studied in such carve-outs, which is utilization of the carved-out services. This
study examined utilization of the services for a continuously enrolled population for periods prior
to and following implementation of the behavioral health carve-out. The change in the contractor
was accompanied by a change to the financial risk arrangement; the new contractor was at risk for
inpatient services, while in the previous contract the inpatient stays were paid to hospitals by the
health plan on a fee-for-service basis. The authors found that utilization of inpatient services
declined, as did total expenditures per enrollee and the likelihood of an enrollee using any service
within the carved-out benefit (Brisson, Frank, Notman et al 1997). Expenditures among those
receiving only outpatient services declined by 35 percent. In this specialized managed carve-out,
there was an incentive to reduce utilization and expenditures for the carved-out benefit.

A 1998 study by Ma and McGuire examined costs and use in a carve-out program for mental health
care among privately insured individuals. The purpose of this study was to determine how
incentives within the service carve-out were associated with the use and costs of services. (As
noted in Huskamp (1999), benefits were also increased as part of the implementation, particularly
for in-network outpatient care). The authors note that a "ratchet effect” was also put into place, in
which reduction in expenditures would result in lower future rates paid to the contracting
organization. The authors also note that the contractor might want to demonstrate good
performance in the first year. This study did not evaluate cost-shifting between the carved-out
mental health benefit and the medical plan, although the authors note the possibility. The authors
report a nominal decline in costs (50 to 60 percent) in the two post implementation years. The
impact was further adjusted for possible changes to case-mix by selecting only those continuously
eligible. This study used a group of enrollees who were continuously enrolled for a four-year period
to compare cost outcomes in the pre and post carve-out periods. Authors also adjusted for medical
price changes by using the medical care component of the Consumer Price Index (CPI). Regression
was used to account for an independent time trend for the continuous eligibles. It was not clear that
the downward trend in the pre implementation period would have continued, and that there was an
appropriate counterfactual. Thus the authors note that they may overstate the independent trend.
Overall, the authors conclude that the minimum estimate of the carve-out effect was a 30 to 40
percent change. There was a more substantial decline in inpatient expenditures than in outpatient
expenditures.

The expectation of relatively constant chronicity and health need is likely to be less appropriate in
children than in adults. Few children with complex medical diagnoses can serve as their own
“controls” in a pre-post policy evaluation. This underscores the importance of having an adequate
control group as well as a pre-post comparison.
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Another evaluation of managed care in Massachusetts focused on a behavioral health carve-out for
state employees (Huskamp 1999). In this implementation, the transition changed not only the
financial incentives but also the benefit administration, procedures, service benefits, and the
preferred site of care. This study examined the probability of any use of care among eligibles along
with the site of care, expenditures per episode, and effects for individuals receiving care for specific
diagnoses. This study also did not have pharmacy data available for evaluation.

Use of Carve-Out Policies in Medicaid Managed Care Transitions

State Medicaid agencies have used different types of “carve-outs” in administering their managed
care systems. Some Medicaid carve-outs are service-based (such as mental/behavioral health care),
while others are population-based (such as children receiving SSI), or disease-specific (such as HIV-
related care, diabetes care) (Medstat 1997; Fox, Wicks, Newacheck 1993).

Published studies on service carve-outs for children are scarce. Several studies have been conducted
on the effects of mental health care carve-outs in state Medicaid programs. While the structure of
these carve-outs is not identical to California’s carve-out policy, the methodological approaches of
these studies are relevant to the study design.

Burns et al (1999) evaluated the impact of a managed care pilot in North Carolina. This pilot was
implemented in the 10 of 40 local mental health program areas in the state that had the highest
historical inpatient costs. Initially these local programs were placed at risk only for inpatient mental
health services, and two years later the risk arrangement was extended to full risk for all mental
health services. The rate of service use among children increased after the publicly managed
capitated Medicaid mental health program was implemented in the pilot counties. However, rates
of service use also increased in the non-pilot counties. Authors speculated that this was due to
anticipation of a statewide expansion of the risk arrangements. Inpatient expenditures declined to
50.1 percent of the pre-pilot amounts in the pilot counties while increasing by 3.3 percent in the
non-pilot counties. Outpatient expenditures increased 21.3 percent of the pre-pilot amounts and
increased by another 32.5 percent of the pre-pilot amounts by the last year reported. In total, the
increase was 53 percent of the original amounts. For the non-pilot areas, outpatient service
expenditures declined from 21.0 percent to 14.7 percent.

These studies also highlight several methodological challenges for studying service carve-outs for
chronically ill children: identifying an appropriate control group, studying a representative group of
beneficiaries, and discerning effects for beneficiaries who have different underlying levels of medical
need.

Callahan (1995) evaluated the MHSA carve-out in the Massachusetts Medicaid program. This
study found an increase in the proportion of beneficiaries receiving outpatient services. Overall
users increased by 5 percent. Total services per beneficiary declined, as did inpatient services. Of
the 13 service types, increased use was found for six types, and lower use was found for seven.
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Dickey (1995) examined the same population. As in Callahan (1995), the volume of individuals
treated was found to increase. The effect was due to an increase in outpatient services, as inpatient
services had declined. Dickey (1996) found that for those with schizophrenia, in the first post
carve-out year compared to the previous year, there was a 46 percent increase in the number of
individuals treated. There was a 3 percent increase in the second year. Inpatient services declined
52 percent in the first year but only 15 percent in the second year.

Norton, Lindrooth, and Dickey (1996, 1997a) report other findings on use of mental health services
following the managed care expansion. The authors found that cost-shifting from the managed care
contractor to the Medicaid program was higher for enrolled beneficiaries in the top quartile of total
per beneficiary expenditures (Norton, Lindrooth, Dickey 1997a). In a subsequent study of
Medicaid/AFDC enrolled children and adults (1997b), the authors examined total public
expenditures and also compared psychiatric and non-psychiatric utilization to assess cost-shifting.
The authors found little change in utilization for the AFDC-eligible population, attributing the lack
of an effect to the low utilization of AFDC beneficiaries of mental health services. They contrast
this finding with the more significant effect identified for adult beneficiaries eligible for Medicaid due
to disability from a severe mental health problem.

Because HMO enrollment was voluntary in this study, the enrolled population was not necessarily
representative of the total population. Further, this study did not have a control group that was not
subject to the carve-out. However, the authors were able to compare their results with a study of a
different population—a private sector study of inpatient and outpatient utilization trends in the
same state.

Christianson (1995) found that in the Utah Medicaid program, inpatient use declined 17 percent in
the implementation areas in the first year, but no changes in outpatient or emergency department
services were found. Stoner (1997) studied the same population for 3.5 years and found that the
hospitalization differences dissipated.

2.3  Carve-Out Roles and Impact on Public Health Agencies

Gold (1999, HSR) has observed that Medicaid managed care transitions are complex and that absent
unique operational details of a state's transition, inference about program impact may be inaccurate.
Effective description of implementation, of trends over time on performance measures, and design
options are identified as analyses that are most needed by state policy-makers (Gold, 1999 HSR).

State Medicaid programs and Title V programs serve a traditional "safety net" role for low income
and chronically ill people—especially for children, who are the largest group of beneficiaries. Thus
they have a particularly vital policy interest in the effects of new financial incentives and have
monitoring responsibilities. States also continue to have public health responsibilities for policy
development, assessment, and assurance, as well as the Medicaid mandate to assure health care
access for many low-income and chronically ill beneficiaries. Thus these new payment systems,
which include privatization, mean that state agencies are moving away from providing medical care
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and have the opportunity to oversee how care is provided and to focus on population needs and
health outcomes. The focus on oversight enables an agency to attend to operational details that
enhance or detract from performance objectives.

At the same time, State agencies have important roles and responsibilities that pertain to the
implementation of service carve-outs. Thus Title V agencies in particular have continuing and
emerging roles in terms of public-private relationships, specifically with the providers and managed
care organizations that are involved with the carve-out program.

Policy questions of interest to Medicaid and Title V agencies that are preparing to convert their
systems include what public agencies that have administered in carve-out programs to date have
done to make the transition to a new public-private relationship work, and what issues have been
encountered. Specific questions that are relevant include how public agency-managed care
organization disputes about coverage are resolved; what types of policies and procedures the public
agencies can put in place to track the services children receive and their access to needed medical
services; what changes this requires in terms of how staff roles change; and what knowledge and
information/data are needed by agency staff to carry out these roles successfully.

Summary

A 1999 study by Gold examined how characteristics of a state's transition to Medicaid managed care
appeared to correspond to Medicaid beneficiaries' self-reported experiences with health care access.
This approach underscores the potential importance of the transition for beneficiary and provider
experiences.

As noted earlier, the 1998 national survey of state Medicaid program financing policies under
managed care found that states were implementing a variety of mandates, exclusions, and carve-outs
(Holahan, Rangarajan & Schirmer 1999a). This survey included responses from 41 of 45 states
deemed to have capitated Medicaid managed care programs. Only 5 states reported carving-out
services provided to children with special health needs (Holahan, Rangarajan, Schirmer 1999b). The
authors reported that interviews with state administrators identified different approaches in use,
such as managed care exclusions for Title V eligibles, and choices between managed care and a limited
risk primary care case management (PCCM) arrangement. Among these 41 states, a total of 23
reported full or partial carve-outs of mental health services while 20 states reported full or partial
carve-outs of substance abuse services and 8 reported full or partial carve-outs for HIV/AIDS
related services (Holahan, Rangarajan & Schirmer 1999a). The authors reported that public agencies
administer the carved-out behavioral health benefit in some states while private sector organizations
administer the carve-out in other states, but did not report the frequency of each type of
arrangement.

In summary, there is evidence that managed care penetration rates within the commercial health care

sector can induce provider behavior in terms of classifying care as relating to non-capitated
diagnoses or services. Reimbursement arrangements that carve-out specific services from medical
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care contracts have been found to affect volume of health care recipients as well as the intensity of
services provided. A number of these studies focus on carve-outs that involve multiple commercial
managed care organizations rather than a combination of commercial and public institutions
managing different services within the insurance benefit. Several have focused on commercial
managed care organizations with a behavioral health benefit managed by a public agency. The fact
that there are numerous and complex public programs that serve children, and children in low-
income families in particular, means that the concept of a service carve-out and its incentive effects
can generalize to more child health programs than Title V. Experiences with implementation and
impact on key program objectives thus provides useful information for states designing Medicaid
managed care systems and may also be applicable to financing arrangements for other child health
programs.
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CHAPTER 3—BACKGROUND TO THE POLICY EVALUATION

This study examines the impact of a payment policy that was adopted by California's Medicaid
program to reimburse Title V services within a managed care delivery system. This chapter
describes the evolution of Medicaid and Title V payment policies in California. It describes the
Title V program, Medi-Cal payment policies, key elements of California's transition to Medicaid
managed care, and the origins and implementation of the Title V carve-out.

Introduction to Medicaid and CCS

In 1927, California enacted the Crippled Children's Services Act in response to the perceived unmet
needs of children whose physical disabilities could be surgically repaired (CMS, 1996). Federal
legislation several years later created a federal funding mechanism for such programs in all states.
Title V (Part 2) of the Social Security Act was adopted in 1935 to provide medical care to children
with physically disabling medical diagnoses. The resulting Services for Crippled Children program,
re-named as the Program for Children with Special Health Care Needs in the 1980's (Ireys & Eichler,
1988), thus preceded the Medicaid program by 30 years. The purpose of Title V, Part 2 was to
ensure access to medical care for children with disabling diagnoses who might otherwise not receive
adequate treatment, and thereby prevent or ameliorate handicapping conditions.? Title V called for a
comprehensive service system to include case-finding, treatment, and follow-up services (Shonkoff
& Meisels, 1990). States were given the authority to define the diagnoses that would confer medical
eligibility. Most states initially focused on orthopedic problems but extended eligibility for medical
illnesses (Ireys & Eichler, 1988) as the program and medical technology evolved.

Until 1965, state programs established under Title V, Part 2 directly provided services or
reimbursed these services, or served as both a provider and a payer of specialty services. The Social
Security Act was further amended in 1965 to include Title XIX, which established Medicaid as an
optional, state-administered medical assistance program that received federal matching funds.
Medicaid provided a new source of medical care funding for children in low-income families. The
Early and Periodic Screening, Diagnosis, and Treatment (EPSDT) program was adopted several
years later to mandate early identification and treatment of health conditions for children 0-21 years
of age who were Medicaid beneficiaries.” State Title V programs have continued to directly fund

? Title V programs of Maternal and Child Health Services (Part 1), Services for Crippled Children (Part
2), and Child Welfare Services (Part 3) were incorporated in 1981 into the Maternal and Child Health
Block Grant to states. As clarified in this chapter, the block grant funding mechanism does not affect
the funding stream for most services to children who are dually Medicaid and Title V eligible, because
their medical care is paid by Medicaid (an entitlement program). The block grant funding does affect
funds available to the states for Title V eligible children who are not Medicaid eligible, and it also affects
funds available for the administrative and case management functions of Title V programs that are not
direct medical services.

* The EPSDT program created an entitlement for child Medicaid beneficiaries age 0-21 years to "any
service which the state is permitted to cover under Medicaid that is necessary to treat or ameliorate a
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medical services for medically eligible children who do not meet Medicaid financial eligibility
requirements.

In California, the evolution of Medicaid ("Medi-Cal") and Title V required a working relationship
between these two important health programs for low-income children. These means-tested,
publicly funded health programs have overlapping income eligibility criteria. The Medi-Cal program
targets low-income children, and the Title V program also serves low-income children but extends its
services to higher income families whose child incurs substantial medical expenditures. As detailed
in the following sections, California children who are eligible for both Medi-Cal and Title V
programs have their medical services paid by Medi-Cal but authorized by Title V. California
administers the Title V, Part 2 provisions within the State Department of Health Services in a
program called California Children Services (CCS).

3.1  Description of California's Title V Program for Children with Special Health Care
Needs

Annually approximately 140,000 children participate in the CCS program (CMS 1996). Child
Medi-Cal beneficiaries (age 0 to 21 years) who receive services from CCS comprise a small
percentage of children in Medi-Cal. The number of child Medi-Cal beneficiaries receiving CCS-
authorized services during the calendar years of 1994 through 1997 were as follows: 66,497 (1994);
69,807 (1995); 73,167 (1996); and 77,602 (1997). These children comprise an even smaller
proportion of Medi-Cal beneficiaries of all ages, which averaged 5.1 million individuals monthly in
1997 (SDHS MCSS 1997). Despite the relatively small number of children, total annual
expenditures for children with CCS diagnoses are significant. In calendar year 1997, approximately
$564.9 million in Medi-Cal funds were expended on CCS specialty services for child Medi-Cal
beneficiaries. These expenditures are part of a total of $10 billion that was expended on fee-for-
service Medi-Cal in calendar year 1997; an additional $2 billion was expended on prepaid county-
organized systems (COHS) and prepaid health plan payments in 1997 (SDHS MCSS 1997).

Enabling Legislation and Program Regulations

Title V, Part 2, of the Social Security Act contains a provision for the appropriation and allocation
of federal funds to states, to serve children with physically disabling medical conditions. The Social
Security Act requires state health departments to directly administer the Title V program for
children or to supervise a locally administered program; specific regulations are contained in the
Code of Federal Regulations, Volume 42. California’s Title V Children with Special Health Care
Needs program (California Children Services, or CCS) is administered by the California State
Department of Health Services (SDHS), and within the Maternal and Child Health Branch of SDHS.
Title 22 of California's Administrative Code (Section 51013) "provides that any patient under age
21 certified as eligible for Medi-Cal who has a condition eligible under CCS shall be referred to the

defect of physician and mental illness, or a condition identified by an EPSDT screening exam....even if
the State does not normally include that service as a benefit of the State's Medicaid plan" (HCFA 1993).
At least on paper, the EPSDT program thereby extends broad medical benefits to children.
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CCS agency for case management services and prior authorization" (SDHS 1979). California's Code
states that it will "establish and administer a program of services for physically defective or
handicapped persons under the age of 21 years...for the purpose of developing, extending and
improving such services" (SDHS 1979).

CCS is a medical program that includes financial as well as medical qualifying components. Children
who are Medi-Cal beneficiaries are automatically financially eligible. California's program uses a
combination of state and county funds to fund medical care for (1) low-income, uninsured children;
(2) children who are insured but have gaps in service coverage (e.g., limitations to the type or
volume of benefits available under their health insurance plan); and (3) children whose annual
medical expenses exceed a threshold percentage of household income.* CCS income eligibility is
associated with an established annual income level rather than with a multiple of the federal poverty
level (FPL) adjusted for family size, as used by the Medicaid program.

Identification of CCS eligible children is a continuing mission of the county CCS programs, as
outlined in Medi-Cal and CCS manuals and in California code. With respect to case finding and
reporting, California code states that counties "shall conduct an active and continuous program of
case finding of all persons under 21 years of age who are suffering from handicapping conditions.
This function may be carried out by physicians and health and welfare agencies, public and
voluntary. All cases in need of CCS services shall be referred to the local agency within the county
which is administratively responsible for the program” (Section 2900, Title 17, Administrative
Code; State Department of Health Services, 1979). The Medi-Cal Provider Manual (2000) specifies
that CCS referral is required by law. According to the manual, all Medicaid beneficiaries "under 21
years of age who are residentially, financially and medically eligible for CCS diagnostic, treatment
and therapy services are required by law to be referred to the CCS program for case management.”

CCS Program Functions

The Title V program mission extends beyond payment functions to system development and
assurance objectives. Pursuant to this mission, the CCS program credentials ("panels") physicians
and hospitals as providers of CCS services; supports a system of facilities that are held to certain
structural standards (e.g., staffing requirements, multidisciplinary team participation in treatment
plans); provides administrative case management services to children and their families; provides a

4 Children who are not Medicaid beneficiaries are income-eligible if they are from families with annual
incomes below $40,000 (unadjusted for family composition and size) or have annual medical
expenditures that exceed 20 percent of their family's total income (CMS, 1996). Children who are full
scope Medicaid beneficiaries receive all CCS services free of charge. On September 1, 1991, an
enroliment fee was put in place as an annual CCS program fee for other participants. This fee is based
on a sliding scale relative to the federal poverty level (FPL) and is waived for families if (1) their
income is below 200 percent of the FPL; (2) the child is eligible for full scope (i.e., non-restricted)
Medi-Cal benefits without a share of cost; (3) the only service requested is a diagnostic service to
determine medical eligibility for CCS; or (4) the only service requested is for school-based Medical
Treatment Unit (MTU) services.
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payment authorization function for Medicaid-eligible children; and directly pays for services for
medically and income eligible children who do not qualify for Medicaid.

According to CCS regulations, services authorized by CCS are to be delivered by recognized
providers who meet specific requirements. For physician paneling, CMS requires written
certification of medical licensing and board certification. Non-paneled physicians can provide
services to CCS eligible children in some cases if the provider is in a category that is not covered by
CCS standards for participation and/or when it is determined that they meet agency standards
(SDHS 1978; 1991). Specifically, regulations permit authorization to be issued to a non-paneled
family physician or general practitioner "for services delegated or shared by the authorized panel
physician" (SDHS 1979).

For hospital facility paneling, CMS requires that most facilities meet a set of structural standards
including medical staffing, physical plant, nursing service, and social work requirements, among
others. CCS approval of hospitals includes four types of approvals: (1) limited approval for a
hospital in a rural area that can provide specific services for a certain age group, not to exceed five
days; (2) standard approval for a community hospital capable of providing intermediate care for a
period not to exceed 21 days; (3) long term approval for a referral hospital that provides tertiary
level care that can exceed 21 days (covering teaching hospitals and their major affiliates with
approved residency programs); and (4) special approval for hospitals providing services to
adolescents that do not have a pediatric service (SDHS, 1978). Because of the variability in health
system capacity across the counties, there is some variation in the level of structural standards that
paneled facilities may meet. Thus a specialty center in Los Angeles may have staffing levels of
social workers and other support staff that a smaller, rural county might not have. Finally,
hospitals may be paneled for certain diagnoses but not for others, based on their staffing and
physical capacity.

Medically Qualifying Diagnoses and Determination of Eligibility

The scope of eligible conditions in California is generous relative to counterpart programs in other
states, covering illnesses such as cancer in additional to the physically disabling conditions that all
states cover (Maternal and Child Health Bureau 1997; Ireys, Hauck, Perrin 1985). Not all chronic
or high cost medical conditions that a child may have are CCS-eligible; for example, most children
with diabetes or asthma are not eligible, and services for injuries or diseases that may not produce
long-term disability are generally not CCS-eligible. A summary of medical eligibility for CCS is
provided in Table 3.1, Overview of California Children Services (CCS) medical eligibility.
The classifications of qualifying medical diagnoses are illustrated in Table 3.1. The most common
CCS medically eligible diagnoses statewide among those receiving CCS services, as identified by
Children's Medical Services (using SDHS claims data) for the calendar year 1995, are identified in
Table 3.2, Most common medically eligible diagnoses among Medi-Cal enrollees receiving
CCS services (1995).
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Table 3.1 — Overview of California Children Services (CCS) medical eligibility

Infectious and Parasitic Diseases (ICD-9 000-139)
Generally eligible when they involve the CNS and produce disabilities requiring surgical and/or
rehabilitation services; involve bone; involve eyes, may lead to blindness and are a medically treatable
condition; are congenitally acquired which may result in physical disability, and for which postnatal
treatment is available and appropriate

Neoplasms (ICD-9 140-239)

All malignant neoplasms: benign neoplasms when they constitute a significant disability or significantly
interfere with function

Endocrine, Nutritional, and Metabolic Diseases (ICD-9 240-279)

Generally eligible, including cystic fibrosis. inborn errors of metabolism: includes diabetes mellitus when it
is uncontrolled (per CCS criteria) and/or complications are present

Diseases of Blood and Blood-Forming Organs (ICD-9 280-289)

Generally eligible, including sickle cell anemia, hemophilia and aplastic anemia, iron or vitamin
deficiencies when life-threatening complications

Mental Disorders (ICD-9 290-319)

Only eligible when associated with or complicates an existing CCS-eligible condition (limited diagnosis
and treatment under these conditions)

Diseases of the Nervous System and Sense Organs (ICD-9 320-359)

Generally eligible when they produce physical disability that significantly impair daily function; idiopathic
epilepsy when seizures are uncontrolled (per CCS criteria): treatment of seizures due to underlying organic
disease is based on eligibility of the underlying disease

Sense Organs (ICD-9 360-389)
Strabismus when surgery required; chronic infections or disease of the eye when may produce visual
impairment or require complex management or surgery; hearing loss (per CCS criteria), perforation of the
tympanic membrane requiring tympanoplasty., mastoiditis. cholesteatoma

Diseases of the Circulatory System (ICD-9 390-459)
Generally eligible, including conditions involving the heart, blood vessels. lymphatic system

Diseases of the Respiratory System (ICD-9 460-519)

Upper respiratory tract conditions if they are chronic, cause significant disability and obstruction, or
complicate the management of a CCS-eligible condition; chronic pulmonary disease (per CCS criteria)

Diseases of the Digestive System (ICD-9 520-579)
Diseases of the liver, chronic inflammatory disease and congenital abnormalities of the GI system,

gastroesophageal reflux (per CCS criteria), malocclusion when severe impairment of occlusal function (per
CCS criteria)

Diseases of the Genitourinary System (ICD-9 580-629)
Chronic genitourinary conditions and renal failure; acute conditions when complications are present

Complications of Pregnancy, Childbirth, and Puerperium (ICD-9 630-678)

Prenatal care and delivery if the pregnancy complicates the management of the CCS-eligible condition (e.g..
cystic fibrosis, diabetes. chronic renal or cardiac disease)

Disease of the Skin and Subcutaneous Tissue (ICD-9 680-709)

Eligible if disfiguring, disabling and require plastic or reconstructive surgery or prolonged and frequent
hospitalization

Disease of the Musculoskeletal System and Connective Tissue (ICD-9 710-739)
Eligible if disabling

Congenital Anomalies (ICD-9 740-759)
Eligible if disabling or disfiguring. amenable to correction and requires surgery
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Certain Causes of Perinatal Morbidity and Mortality (ICD-9 760-779)
Eligible if neonate with a CCS eligible condition: neonate 0-28 days if no CCS eligible condition but
develops condition that requires specific NICU services and meets acuity care criteria

Accidents, Poisonings, Violence, and Immunization Reactions (ICD-9 800-999)

Eligible if serious, leads to significant disability, and/or requires surgery

Source: Children's Medical Services, Overview of California Children Services (CCS) Medical Eligibility and General
Medical Therapy Unit (MTU) Eligibility: California Children Services Manual of Procedures, Chapter 2 Medical
Eligibility: International Classification of Diseases, 9" Revision. 1999.

Note: ICD-9 codes in the table refer to coding ranges for disease classification rather than to eligibility for CCS, which
is based on clinical guidelines rather than on ICD-9 coding.

Table 3.2 — Most common medically eligible diagnoses among Medi-Cal enrollees receiving CCS
services (1995)

Diagnostic Category ICD-9 Coding Total Number of Children
Number Frequency
Ranking
Congenital anomalies 740-759 13,953 1
Cerebral palsy 333.7. 343, 344.0-.5.767.7 8.075 2
Congenital heart disease 745, 746, 747.1.-4 3.478 3
Neoplasms/malignancies 140-239 3.327 4
Respiratory distress syndrome 769, 770.8 2,245 5
Prematurity 765.0, 765.1 2,056 6
Seizure disorder 345, 780.8 1,976 7
Strabismus 378.0-.7 1.777 8
Cleft palate/lip 749 1.739 9
Spina bifida 741 1,228 10
Hydrocephalus 741.0, 742.3 1.077 11
Leukemia 204-208 999 12
Asthma 493.0, 493.1, 493.2, 493.9 813 13
Sickle cell disease 282.4, 282.6 779 14
Bronchopulmonary dysplasia 770.7 713 15
Head trauma/brain injury 851-854 708 16
Chronic renal disease 581, 582, 583, 585, 753.1 665 17
Congenital hip dysplasia 754.3, 755.6 657 18
Scoliosis 737.3, 737.4, 737.9 611 19
Arrythmia 427.0-427.9, 997.1 444 20
Muscular dystrophy 359.1, 359.2, 359.8 398 21
Arthritis 711.0, 714, 716.9, 720 392 22
Cystic fibrosis 277.0 388 23
Diabetes 250.1-250.9 365 24
Renal insufficiency 584, 586. 588, 593.9, 997.6 307 25
Hemophilia 286.0-286.2 285 26
HIV disease 042-044 220 27
Pyloric stenosis 750.6 198 28
Burns 940-946 - if .3.4..5 191 29
Biliary artresia 751.6 117 30
Growth hormone deficiency 258.8 97 31

Source: California Children’s Medical Services (May 1996).
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As a medical program, CCS can authorize services that include diagnosis, treatment, surgery,
physical and occupational therapy, equipment and its maintenance, transportation, and other special
treatment (such as home health, and speech therapy) (SDHS 1979). In terms of coverage of
diagnostic services, the CCS manual indicates that "Diagnostic services shall be provided upon
evidence or suspicion that the eligible condition exists" and that "services necessary to establish a
working diagnosis may be authorized" (SDHS 1979). Treatment services can extend to a non-CCS
eligible medical diagnosis if the non-eligible condition develops during a hospital stay that is related
to the CCS diagnosis, or if the non-eligible condition "interferes with, modifies, or complicates the
treatment of an eligible condition" (SDHS 1979).

For the medical eligibility determination process, children who are thought to have a CCS eligible
condition are referred by their physicians (or other provider or even family members) to CCS. After
both financial and medical need screening, a determination of CCS eligibility is made. The screening
of medical eligibility may involve diagnostic services that can be authorized by CCS. Financial
screening requirements involve a certification of family income and resources. For children who are
enrolled in Medi-Cal, CCS is designated as the agency that authorizes Medi-Cal benefits relating to
CCS diagnoses. The interagency agreement between Medi-Cal and CCS delegates this authorization
role to CCS whether or not the family completes the CCS certification process.

Agency Structure and Organization

Responsibility for the CCS program is divided between state and local offices. CMS in the
California State Department of Health Services performs the provider credentialing function and
maintains the statewide database of paneled providers. The largest counties in California operate
CCS programs that are administered locally but that are bound by program policies and procedures
set by State DHS. California's Administrative Code states that either the county health department
or health and welfare department in a county with over 200,000 residents must administer an
independent program, and that counties with fewer than 200,000 residents may choose to operate
an independent program or operate a program jointly with SDHS. There also are three regional CCS
offices (in San Francisco, Sacramento, and Southern California) with medical consultative staff who
provide a consulting function to local programs with respect to medical eligibility. The regional
offices also provide consulting and other expanded support to counties that have dependent CCS
programs. The regional offices also have medical consulting staff who review appeals and questions
that may arise in the independent counties that are covered by the specific regional office.

Thus while it is a statewide program, some characteristics of the CCS program vary across
California's 58 counties. As previously described, one of these characteristics is the administrative
status of the county CCS program. Independent counties operate their own case management
system. In contrast, the dependent counties administer financial eligibility aspects of the program
but rely on the regional office for case management functions. The assigned regional office (San
Francisco, Sacramento, or Southern California) varies by county based on the county's geographic
location. Finally, some county CCS programs reside in the health department while others are
located within the welfare department.
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3.2 Payment Mechanisms in Fee-for-Service Medi-Cal

This section describes how services traditionally have been billed for child Medi-Cal beneficiaries
who may be eligible for CCS. This includes a description of the providers and agencies involved, as
well as a description of the relevant policies and procedures for authorization requests and claims
submittal.

Authorization Sources for Child Health Services

As illustrated in Figure 3.1, Medi-Cal payment and authorization under fee-for-service, there
are a number of mechanisms that have been established in Medi-Cal by which providers can seek
payment for child health services. Under fee-for-service, most basic ambulatory services such as
well and sick child office visits are billed directly to Medi-Cal with no authorization required.
Claims for these services are sent directly to the fiscal intermediary after the service is rendered, for
claims processing.

When a request for authorization is received, any of these entities (the local Medi-Cal field office,
CCS, or State Medi-Cal) may authorize a Medi-Cal service, decline to authorize the service, or defer
the request to another entity for review and consideration. Claims for authorized services are
identified in Medi-Cal data by the presence of a Treatment Authorization Request (TAR) indicator
with a code that is unique to each authorizing entity.

Medi-Cal Field Office authorization Some Medi-Cal services such as specialty care and
certain products or equipment require pre-authorization.” For these services, the provider submits a
request to the assigned Medi-Cal field office for review prior to providing the service.® There are
seven regional Medi-Cal field offices that review authorization requests for Medi-Cal benefits. This
authorization process exists for all Medi-Cal beneficiaries. The location of these offices and their
assigned counties are illustrated in Figure 3.2, Authorization sources: Assigned Medi-Cal field

* The categories of services that require TAR approval from a local field office include the following:
adult day health care, dental hospitalizations, elective hospital admissions, elective hospital surgeries,
extensions of acute hospitalizations, hemodialysis, home health agency services, hospice care,
intermediate care facility (ICF-DD, ICF-DD/N, ICF-DD/H), kidney transplants, office visits, outpatient,
outpatient "other", outpatient services, surgeries, psychiatry, transitional care, and mental health (for
excluded services, which are those not covered under the Medi-Cal mental health carve-out) (Medi-Cal
Provider Manual, 2000).

S This figure does not illustrate an additional billing mechanism for child health screening services.
When provided to child Medi-Cal beneficiaries, these services generally are billed directly to the SDHS
through the Child Health and Disability Prevention (CHDP) program. This program operates an
administrative and claims system that is separate from Medi-Cal. These CHDP screening services are
part of the EPSDT Medicaid benefit for children. In some cases, screening services may be billed to
Medi-Cal as ambulatory visits rather than to CHDP.
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office by county, and regional CCS office (for "dependent” counties).” The administrative
agreement between Medi-Cal and CCS specifically states that the need for services for CCS-eligible
diagnoses is to be determined by the local CCS program. The Medi-Cal field office can defer a
request for authorization to CCS, for a service that is a Medi-Cal benefit but is potentially related to
a CCS eligible medical diagnosis. A treatment authorization request (TAR) can be approved,
approved as modified, deferred for more information, or denied (Medi-Cal Provider Manual 2000).

Figure 3.1 — Medi-Cal payment and authorization under fee-for-service
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” Figure 3.2 shows the seven regional Medi-Cal field offices and their assigned counties. Another field
office was operating during the study period in Alameda County, but that field office was subsequently
closed with authorizations now handled by the San Jose field office. As discussed in this section, these
field offices evaluate authorization requests for any fee-for-service beneficiary. However, authorization
requests for pharmaceuticals are handled by two separate Medi-Cal offices; one office serves the 48
Northern California counties, and another office serves the ten Southern California counties (Medi-Cal
Provider Manual 2000). In addition, each of the seven regional Medi-Cal field offices also has special
responsibility for a subset of services. For these services, the specific field office is responsible for those
services statewide, irrespective of the source county. These field offices (and services) are as follows:
Fresno (hearing aids, oxygen and respiratory equipment, orthotics and prosthetics, respiratory care
services); Los Angeles (detoxification); Sacramento (non-emergency medical transportation for 48
Northern California counties); San Bernardino (nursing facilities); San Diego (medical transportation for
10 Southern California counties); San Francisco (organ transplants, EPSDT nutritional services, durable
medical equipment (DME), occupational therapy, physical therapy, podiatry (including orthotics and
prosthetics dispensed by a podiatrist), speech therapy, subacute); and San Jose (incontinence supplies,
intravenous equipment, medical supplies, suction pumps). Thus the carve-out effect in each county
could conceivably be influenced by behavior/policy and procedure changes in more than one Medi-Cal
field office. (CCS program offices handle nearly all authorization requests related to the eligible
diagnosis for a CCS participant, irrespective of the type of service.)
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CCS authorization The CCS program shares an authorization function with the Medi-Cal field
office but has a specific target population and provides additional services. For children enrolled in
Medi-Cal who have CCS qualifying medical diagnoses, services provided for the CCS eligible
diagnosis are paid on a fee-for-service basis by Medi-Cal (through its fiscal intermediary) once
authorized by CCS. This is based on the long-standing interagency agreement between Medi-Cal
and Children's Medical Services (Title V) codified in California's Administrative Code. According to
the CCS manual, "Any child certified as eligible for Medi-Cal, who has a CCS eligible condition,
shall be referred to CCS for authorization and case management services" (SDHS 1979). Counties
with independent CCS programs are illustrated along with dependent counties and their assignment
to regional offices in Figure 3.2.

Figure 3.2 — Authorization sources by county: Assigned CCS regional office and Medi-Cal
field office
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Counties are assigned to a northern or southern office for pharmacy authorization. Each field office handles certain regionalized authorizations.

For child Medi-Cal beneficiaries who are identified as having CCS eligible medical diagnoses, CCS
provides an administrative case management role, and authorizes medical services based on the
child's treatment plan. CCS uses medical information provided by the child's treating physician(s)
to determine the scope of services that can be provided within an authorization, along with the
provider(s) that is/are authorized to provide the care, and the time period within which the care will
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be provided. Once authorization is made, the CCS agency will approve and submit claims directly
to the Medi-Cal fiscal intermediary for payment.® Thus for the most part, CCS pre-authorizes
services. Services can be reimbursed if not pre-authorized under certain circumstances, such as
emergencies and pre-approved standing authorizations, but this is the exception rather than the rule.

Regional Medi-Cal Office authorization Finally, regional Medi-Cal offices also are characterized
in Figure 3.1 as distinct potential payers for children because these offices authorize certain
services that the local field offices do not. These services include pharmaceuticals (with a Northern
Office in Stockton and a Southern Office in Los Angeles) and In-Home Services through the Early
and Periodic Screening, Diagnosis, and Treatment (EPSDT) child health benefit in Medi-Cal
(handled by an office in Sacramento or an office in Los Angeles, depending on the county of
residence). In-Home services are a specific Medicaid benefit that can be authorized by In Home
Operations in the Medi-Cal Operations Division. Once submitted to In Home Operations, the
office consults with the local CCS office to determine that the child has a CCS eligible condition and
that the service is needed because of the CCS eligible condition. As described in a consumer manual
on EPSDT authorizations in Medi-Cal, "In Home Operations, pursuant to an agreement with CCS,
will make the TAR determination on nursing; however, the formal authorization will come from
CCS" (Protection and Advocacy, Inc. 1996).

3.3  California’s Medicaid Managed Care Expansion

This section provides a descriptive analysis of California’s managed care expansion with particular
focus on how it affects children with CCS eligible medical diagnoses.

History of Medi-Cal prepayment

Prepayment of health services in California’s Medicaid program began in the 1970’s with prepaid
arrangements that placed the contractor at limited financial risk for Medi-Cal services. The
contracted organizations generally exclusively served Medi-Cal beneficiaries, providing primary care
and management of some specialty services. The primary care case management (PCCM) prepaid
arrangements were permitted under a series of waivers of Medicaid provisions that were granted by
the Health Care Financing Administration (HCFA) in the early 1980's. In two counties—San
Mateo and Santa Barbara—California's Department of Health Services established mandatory
managed care systems, based on a waiver (initially a 1115 Research and Demonstration waiver and
then as a 1915(b) waiver) that extended to a limited number of counties. In other counties in the late
1980’s, Medi-Cal expanded its contracting from the limited risk PCCM organizations that had
predominated to federally licensed prepaid health plans (PHPs) that served commercial beneficiaries
in the State. The PHP contracts issued by Medi-Cal covered a more comprehensive scope of
services. In contrast to the COHS counties, enrollment in the PHPs continued to be voluntary. By

8 Specifically, the CCS Manual states "Claims must contain the number '8’ in the last space of the TAR
Control Number block which gives special numeric identity to CCS-authorized services" and that claims
must contain the CCS identification stamp.
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the 1990's, California's Medi-Cal Managed Care Division (MMCD) had contracts with multiple
federally licensed prepaid health plans, such as Kaiser, Blue Cross, and others.

CCS services within managed care contracts  Many of the Medi-Cal contracts with
commercial health plans in the 1990's placed the prepaid health plan at financial risk for medical care
that included medical services related to CCS diagnoses. Several laws passed in 1992 and 1993
referred to the specific standards of care to which managed care contractors must adhere, concerning
children with CCS conditions, and also to the need for actuarially sound rates relating to CCS
services. A bill that preceded and that promoted the Medi-Cal managed care expansion outlined in
California's Strategic Plan—Senate Bill 485 (Chapter 722, Statutes of 1992)—stated that "any
managed care contractor serving children with conditions eligible under the CCS program shall report
expenditures and savings separately for CCS covered services and CCS eligible children." Assembly
Bill 616 (Chapter 938, Statutes of 1993), which was signed into law by the Governor on October 8,
1993, stated that any managed care contractor that served Medi-Cal/CCS children must maintain and
follow CCS program standards of care including the use of CCS-paneled providers and CCS-
approved special care centers.” The bill further stated that "if the managed care contractor is paid
according to a capitated or risk-based payment methodology, there shall be separate actuarially
sound rates for CCS eligible children.”

CCS role for child Medi-Cal beneficiaries enrolled in prepaid health plans While CCS
services were included within some PHP contracts, specific roles were identified for the State and
county CCS programs. Assembly Bill 616 also stated that "any managed care contract which will
affect the delivery of care to CCS eligible children shall be approved by the state CCS program
director prior to execution." SDHS issued instructions to managed care contractors in 1996 that also
highlighted the role of CCS with respect to children with CCS qualifying conditions who might be
enrolled in prepaid health plans. A policy letter issued by the SDHS Medi-Cal Managed Care
Division in July 1996 affirmed the specific responsibilities of such PHPs and three operational
COHS counties (Santa Barbara, San Mateo, and Solano) with respect to referral of children with
possible CCS-eligible conditions to the CCS program (SDHS 1996). For Medi-Cal managed care
contracts in which the PHP was at risk for all medical care related to the CCS diagnosis, the policy
letter instructed the managed care contractor to identify children with CCS eligible conditions and
track services provided to these children. The letter further instructed the plans to "develop and
implement procedures to provide timely information on the county CCS program regarding these
children." The rationale offered in the policy letter was that even though the PHP was at financial
risk for medical services relating to the CCS qualifying medical diagnosis, referral to CCS was needed
for purposes of continuity of medical care (should the child later lose Medi-Cal eligibility and
thereby disenroll from the PHP, but still potentially meeting non-Medi-Cal CCS resource standards)
and for purposes of the child receiving other "wrap-around" services that CCS provides. Examples

° AB 616 reiterates the existing law that managed care contractors "shall maintain and follow standards
of care established by the program, including use of paneled providers and CCS-approved special care
centers and shall follow treatment plans approved by the program, including specified services and
providers of services."
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of services that are not covered by Medi-Cal but are covered by the CCS program include care
coordination from special care centers, and lodging, food, and transportation to assist the family in
accessing authorized medical services.

This policy letter referred to managed care contractors that were enrolling Medi-Cal beneficiaries on
a voluntary basis. During the period to which the policy letter applied, enrollment in PHPs and
PCCMs was voluntary for Medi-Cal beneficiaries living in the counties where these contracts were
. 10

in place.

Expansion of Medi-Cal Managed Care

California’s 1993 Strategic Plan for the Expansion of Medicaid Managed Care outlined the State
Department of Health Services (SDHS) intent to implement a managed care expansion that would
take place in California’s largest counties. This plan was issued after 1992 legislation (Senate Bill
485) that permitted expansion of Medi-Cal managed care including elimination of a cap on
Geographic Managed Care enroliment. Under the Strategic Plan, the majority of children enrolling
in Medi-Cal were to be enrolled in full risk prepaid health plans that would administer and have
financial risk for most of enrollees' medical care needs. This plan called for a rapid implementation
of mandatory managed care for beneficiaries in most Medicaid eligibility aid categories. Figure 3.3,
Managed care enrollment requirements, by model, for major Medi-Cal aid categories,
illustrates the Medi-Cal eligibility aid groupings that correspond to mandatory, voluntary, or
excluded status in the new managed care systems.

In designating counties for the expansion of managed care, SDHS developed specific selection
criteria and identified three categories of counties. The first category of counties included those that
had the following: (1) significant concentrations of Medi-Cal beneficiaries within the affected aid
codes; (2) managed care plan capacity to accommodate 110 percent of the Medi-Cal beneficiaries
within the affected aid categories; and (3) most of the elements of a health care delivery system for
Medi-Cal beneficiaries (SDHS 1993a). Counties in the first category were those with managed care
capacity considered sufficient to cover the targeted Medi-Cal beneficiaries and to permit the fee-for-
service system to be "closed" by December 1993. Counties designated in the second category were
those with Medi-Cal managed care plan capacity considered adequate to permit a complete
transition to managed care by June 1994. All other counties were classified in the third category.
The Strategic Plan identified 11 counties as priority counties for expansion (i.e., in the first
category) based on the size of their Medi-Cal beneficiary populations.

1% Of the state and local agencies involved with Medi-Cal/CCS population—including the California
Department of Health Services Medicaid Managed Care Division, Children’s Medical Services, and
county CCS agencies—none has monitored the number of children with CCS conditions who enrolled in
PHPs during this period. Original analysis of the prepaid health plan's/managed care contractor's
encounter and/or administrative data for this period would be required to generate an estimate of the
number of children with CCS qualifying medical diagnoses who were enrolled in such PHPs.
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Figure 3.3 — Managed care enrollment requirements, by model, for major Medi-Cal aid
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‘Two plan model counties are Alameda, Kern, Contra Costa, Fresno, LA, Riverside, San Bernardino, SF, San Joaquin,
Santa Clara. Stanislaus, Tulare: COHS counties are Orange. Santa Cruz; GMC counties are Sacramento. San Diego

The State of California was limited under its HCFA waiver to a total of five COHS systems. Thus
no additional COHS systems were allowed after Orange and Santa Cruz counties (and later Solano
with Napa) were added to California's waiver in 1995. Consequently a different type of managed
care system was required for further expansion of Medi-Cal managed care. SDHS developed a

"Two Plan Model" (described below) for implementation in the new expansion counties. In January
1996, California received formal permission from HCFA under section 1915(b) of the Social
Security Act to waive section 1902(a) (which requires program availability throughout a state) to
permit implementation in selected counties only; section 1902(a)(10)(B) (which requires
comparability of services) to permit additional benefits not available to beneficiaries not enrolled in
the Two Plan Model; and section 1902(a)(23) (freedom of choice) to permit the State to require

certain beneficiaries to enroll and to restrict beneficiary choice of providers (HCFA 1996; GAO
1997).

HCFA initially approved California's request for waiver authority for January 1996 through 1998.
The Balanced Budget Act in August 1997 changed federal regulations for the Medicaid program to
eliminate the need for States to obtain waivers of federal law to expand their use of Medicaid
managed care. However, these provisions were in place during California's development of its
managed care expansion concepts and the implementation. Because these waiver requirements were
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effective during California's expansion, significant oversight and approval activities were required by
HCFA during the expansion. HCFA granted California's 1996 waivers contingent on several
oversight provisions. HCFA's approval emphasized the importance of readiness within each
county as well as readiness at the State level in terms of information system capabilities. First,
HCFA required that full implementation of the Two Plan Model would not commence in a given
county until HCFA had completed an on-site "readiness review" in the county that would focus on
beneficiary enrollment, access, quality, and financial solvency issues (HCFA 1996). Another
provision of the waiver was that the State had to respond to the needs of individuals with complex
medical conditions (HIV/AIDS was offered as the example) by implementing a medical exemption
process. This provision addressed concerns about individuals with special health needs being able
to access medically necessary services. Specifically, this provision stated that a beneficiary who
received Medi-Cal benefits through a mandatory aid category and who was under treatment with a
provider who was not participating in the Two Plan Model would be eligible for a medical
exemption from enrollment in the Two Plan Model.!! If the provider was a member of the Two
Plan Model network or if the beneficiary was not undergoing treatment, then this provision would

not apply.

Medi-Cal Eligibility Groups Affected by the Expansion

Managed care requirements for the different Medi-Cal eligibility aid categories ("aid codes") varied
by system design. Figure 3.3 illustrates the status of some of the largest Medi-Cal eligibility
groups with respect to the managed care requirement. The requirements are shown for Two Plan
Model and for GMC and COHS models.'”? Most Medi-Cal beneficiaries who are eligible for
Medicaid through receipt of public cash assistance are included in the mandatory group. In general,
Medi-Cal eligibility aid categories that encompass beneficiaries qualifying due to disability or due to
cash assistance related to disability (e.g., Supplemental Security Income, or SSI), children in foster
care, and aid categories that see significant month-to-month eligibility changes due to share-of-cost
status, are excluded from mandatory participation in Two Plan Model counties but are included in
COHS and GMC counties.

The aid categories that comprise the mandatory and non-mandatory groups are further described in
Appendix A.1, Descriptive information for Medi-Cal eligibility aid categories. This table
summarizes managed care participation requirements and several other characteristics of Medi-Cal
aid categories. One characteristic that is illustrated in the table is whether at least one beneficiary in
the specific Medi-Cal aid category had at least one claim appear in the CCS authorized claims file,

"' HCFA's approval of the waiver stated that SDHS must submit reports to HCFA on the first six
months of Two Plan Model implementation in a county that included the number of beneficiaries
applying for medical exemption during the reporting period; the diagnosis of the beneficiaries’ condition
(e.g., HIV/AIDS); whether the medical exemption was approved or denied; and any grievances or
complaints that had been filed related to the medical exemption process during the reporting period
(HCFA 1996).

12 Small differences are present across the different COHS and GMC models.
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for the study period of 1994 through 1997. Tabulations of Medi-Cal claims show that
approximately 76 eligibility aid categories contributed at least one CCS claimant between 1994 and
1997. Most aid categories contributed few claimants with about 87.8 percent of the CCS claimants
coming from 10 aid categories.'?

Other characteristics include whether the aid category bestows full scope or restricted'* Medi-Cal
benefits to the beneficiary; whether the aid category requires share-of-cost'* for any or all
beneficiaries; whether the aid category confers a mandatory managed care participation requirement
in all versus some of the managed care expansion counties, and whether the aid category indicates
that managed care participation is voluntary in some or all of the managed care expansion counties.
The aid category are generally grouped in Table A.1 by the SDHS classification system.

In most counties, the proportion of beneficiaries in mandatory participation aid codes who in fact
enrolled in the new managed care system was expected to increase sharply once the COHS plan or
the Two Plan Model plans became operational. This was expected because the fee-for-service
option was largely eliminated for new Medi-Cal applicants and for current beneficiaries in the
mandatory aid categories. This was particularly true in the COHS counties because the aid
categories conferring non-mandatory status in the COHS models mostly consisted of those eligible
for Medi-Cal due to refugee status and those who became eligible for Medi-Cal retrospectively (e.g.,
those conferred with one or months of Medi-Cal eligibility based on expenditures incurred and thus

" Total CCS claimants from the aid categories with the largest claimant volume were as follows: 22.8
percent in aid code 30 (cash assistance); 20.4 percent in aid code 60 (Supplemental Security Income, or
SSI); 10.6 percent in aid code 34 (low income, non-cash assistance); 9.2 percent in aid code 82
(medically indigent child); 7.7 percent in aid code 35 (cash assistance); 6.1 percent in aid code 58
(OBRA aliens with restricted Medi-Cal benefits); 3.5 percent in aid code 38 (transitional Medi-Cal); 2.6
percent in aid code 72 (133 percent of FPL for children); 2.5 percent in aid code 47 (185 percent FPL
for infants); and 2.5 percent in aid code 42 (cash assistance foster care).

'* Some beneficiaries who qualify for Medi-Cal based on medical need without meeting public assistance
income and resource limits receive a "restricted" Medi-Cal benefit rather than the standard, "full scope"
benefit package. Restricted Medi-Cal covers emergency services and for pregnant women covers
medically necessary pregnancy services including prenatal care and labor and delivery.

'* Share-of-cost (SOC) applies to some individuals who qualify for Medi-Cal through medically needy
(MN) or medically indigent (MI) coverage provisions. Medically needy individuals are those who do not
meet income and resource requirements for cash assistance. Medically indigent individuals are those who
do not qualify for cash aid or for medically needy eligibility because they do not meet a disability
standard or parental work status provision. SOC functions like a monthly deductible. An individual with
SOC Medi-Cal becomes eligible for Medi-Cal once a certain amount has been expended on medical care.
This "liability” amount will vary by family based on the difference between their income and a federally
regulated "maintenance of need" amount. Once the "deductible" is met, Medi-Cal pays all additional
costs. If SOC is not met, the individual is not "enrolled" in Medi-Cal for that month. The SOC amount
that an individual must meet does not accumulate from one month to another. However, it is possible
to carry over a medical bill that exceeds share-of-cost into the next month. Medically necessary
services and products that are not part of the Medi-Cal benefit can be applied to share-of-cost
(Protection & Advocacy 1994).
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could not be assigned "retrospectively" to a health plan). These eli‘gibility groups represent a
relatively small proportion of total Medi-Cal beneficiaries.

Managed Care Models

The models of Medi-Cal managed care that were designed for implementation in the expansion
counties included the following: County Organized Health Systems (COHS), Two Plan Models,
and Geographic Managed Care (GMC).

The 1993 Strategic Plan identified the counties slated for COHS systems and also identified the
Two Plan Model expansion counties. Counties were selected for participation in implementation of
the Two Plan model based on several characteristics. According to a GAO report, two criteria that
SDHS used for selection were (1) that the county had a minimum of 45,000 Medicaid beneficiaries
who were eligible to participate in managed care (e.g., AFDC and like categories), and (2) that the
county had an interest in participating or had a significant managed care presence in the county
(GAO 1997).

County Organized Health Systems (COHS)  The COHS is a county-administered, managed
health care system for Medi-Cal beneficiaries. The COHS contracts with SDHS (under capitation)
to provide health care to nearly all Medi-Cal beneficiaries residing in the county. Two counties in
California have operated Medi-Cal managed care systems since the early 1980's. For these
counties—Santa Barbara and San Mateo—CCS services are provided within a managed care system.
This is in contrast to all other counties in which CCS services were paid on a fee-for-service basis
by State DHS. The 1993 Strategic Plan included plans for additional COHS models in Orange and
Santa Cruz counties with Solano and Napa counties added later.

Two Plan Model The 1993 Strategic Plan outlined a new type of Medi-Cal managed care
system that would establish two competing plans within a county. This model was designed to
promote competition by providing beneficiaries with a choice. In the Two Plan Model, a
Commercial Plan selected by State DHS as part of a competitive bidding process would compete for
beneficiaries along with a Local Initiative Health Plan. The Commercial Plan would be a federally
licensed prepaid health plan, similar to the PHPs that contracted with Medi-Cal prior to the
expansion. In contrast, the Local Initiative would be a locally designed, quasi-public managed care
plan for which statutory governance rules and specific safety-net provider contracting provisions
would apply.

The local initiative model was developed by SDHS to accommodate and support the viability of
"safety-net" providers to Medi-Cal beneficiaries. Such providers included public county facilities
(hospitals and clinics) as well as community clinics and federally qualified health centers (FQHCs)
that had served the health care needs of medically indigent persons. The Local Initiative was a
unique entity with some flexibility granted by statute for its network design and operations. While
all Local Initiatives operate within state regulations, there is some variation in the administration and
in the organization of the provider networks across counties. For example, Contra Costa County
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built its Local Initiative around a pre-existing, county-organized health plan (Contra Costa Family
Health Plan), while Alameda County created a county-operated plan with independent practice
association (IPA) subcontractors. A different organizational strategy was adopted in Los Angeles
County, where the Local Initiative operates as a quasi-public entity that is publicly accountable but
not county administered, and contracts with seven "plan partners" (commercial prepaid health
plans) to provide the medical care.

Counties that were selected for Two Plan Model implementation were Alameda, Contra Costa,
Fresno, Kern, Los Angeles, Riverside, San Diego, San Francisco, Santa Clara, Stanislaus, and San
Bernardino. Subsequently Tulare became a Two Plan Model County, while San Diego was
switched to a Geographic Managed Care county. According to the SDHS Strategic Plan, counties in
which public and private providers did not express interest in forming a local "consortium" for
Medi-Cal managed care would be slated for development of a Geographic Managed Care system
(described below).

Geographic Managed Care (GMC) In the Geographic Managed Care (GMC) model, SDHS
planned to award a series of contracts to providers (prepaid health plans) at a sufficient number to
cover the county's Medi-Cal beneficiary population. The GMC model began as a pilot in
Sacramento County and subsequently became an expansion model. In these counties, State DHS
contracts directly with multiple commercial plans in the particular county. In contrast to the COHS
and Two Plan Model counties, the types of prepaid contracting arrangements that were in place
changed relatively little in the GMC counties after the expansion. Counties that were designated as
GMC counties included Sacramento and San Diego counties.

Managed Care Network/Fee-for-Service (FFS/MCN)  The managed care network (MCN) was
designed by SDHS for implementation in some of California's rural counties. In this model, primary
care physicians contract with the county and provide case management to Medi-Cal beneficiaries.
Reimbursement is on a fee-for-service basis with a case-management rate. Contracts for this system
were offered to approximately 27 rural counties (CMA 1995). Several of these counties developed
contracts with SDHS, including Sonoma and Placer counties.

34 Descriptive Analysis of California’s Title V Carve-Out Policy and Implementation

This section describes the design and implementation of California’s CCS specialty services carve-
out.

Development of the CCS Carve-out Policy

California's Strategic Plan was ambitious in its scope and its timeframe for full implementation. It
called for mandatory managed care enrollment of all beneficiaries in certain Medi-Cal eligibility aid
categories, regardless of health status. In the 1993 Strategic Plan, SDHS stated that its "vision for
managed care is an integrated system where the basic Medi-Cal benefit package is coordinated with
the array of services that are currently only available through categorical or special waiver programs"
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(SDHS 1993a). The plan also indicated that SDHS would solicit Children's Medical Services to
"assist in the development of quality assurance criteria and procedures for the review of the care
provided to this population by managed care contractors...." On the specific topic of inclusion of
CCS services in the prepaid contracts, SDHS stated that "Some models may continue to reimburse
CCS level services outside while others may incorporate full risk for all services."

Following the issuance of the Strategic Plan, concerns were voiced primarily by providers and by
child health advocates that there was not adequate analysis of prepayment to protect Title V-eligible
children in a fully capitated, prepaid environment. Advocates voiced concerns that prepaid health
plans did not have adequate experience with these children and might subject children with CCS-
eligible diagnoses to utilization review and other procedures that could be inconsistent with CCS
standards.'® Legislation passed in 1993 specifically addressed the handling of CCS services within
capitated managed care contracts. Assembly Bill 616 noted that the Medi-Cal program had the
authority to "amend existing Medi-Cal managed care contracts to include the provision of medical
benefits to persons who are eligible to receive medical benefits under publicly supported programs”
and that as such, any managed care contractor serving children with CCS conditions must maintain
and follow standards of care established by the CCS program. Continuing concerns by advocates
culminated in legislation that was passed in 1994 and signed into law on September 28, 1994. The
bill was sponsored by an advocacy organization (The Children's Lobby) and by a trade organization
(the California Children's Hospital Association). The legislative bill originally proposed to exclude
CHDP services (including prevention and treatment services) as well as CCS services from prepaid
health plan contracts. However, the legislation that was passed had been modified to address only
CCS services.

The Bergeson bill (SB 1371)!7 authorized a “carve-out” of services provided for CCS eligible
diagnoses from future Medi-Cal managed care contracts entered into by State DHS. It also included
a provision for existing managed care contracts that placed the plan at financial risk for CCS
services. The law prohibited renewal of the "CCS-include" contract provision when the contract

16 A 1993 review of Medi-Cal managed care by HCFA's Regional Office noted the lack of financial
incentives for EPSDT screening services in Medi-Cal managed care contracts. This review stated that
"HMOs must absorb all EPSDT costs within capitation rates which are palpably low, and which have not
been increased for the past two years (even though additional EPSDT service requirements have been
added). Borrowing from the example of its PCCMs, the State should consider paying HMOs under FFS
for CHDP/EPSDT health assessment services" (HCFA Region IX 1993).

17 Specifically, the bill language stated that "CCS covered services shall not be incorporated into any
Medi-Cal managed care contract entered into after August 1, 1994...until three years after the effective
date of the contract”" and further that "providers serving children under the CCS program who are
enrolled with a Medi-Cal managed care contractor but who are not enrolled in a pilot project pursuant to
subdivision (c) shall continue to submit billing for CCS covered services on a fee-for-service basis until
CCS covered services are incorporated into the Medi-Cal managed care contracts” (Senate Bill No.
1371). The bill also provided that "during the three-year time period described in subdivision (a), the
department may approve, implement, and evaluate limited pilot projects under the CCS program to test
alternative managed care models tailored to the special health care needs of children under the CCS
program.”
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expired.'® A final provision enacted by the Bergeson bill was to instruct SDHS to develop and
implement a set of pilot projects to test various elements of managed care for the CCS population.
Initially the bill enacted a three-year ban on managed care contracting for CCS services. However,
the carve-out provision did not sunset in August 1997 due to legislation in August 1997 (SB 391)
that extended the period of the carve-out to the year 2000, and to legislation in July 1999 (AB 1107)
that extended the carve-out to 2005.

An important feature of the 1994 carve-out law is that it excludes from prepayment only those
services specifically related to a child’s CCS-eligible diagnosis. All other medical services, which
include preventive, primary care, specialty care, and Early and Periodic Screening, Diagnosis, and
Treatment (EPSDT) supplemental services unrelated to the CCS-eligible diagnosis, are to be
provided through the managed care plan as outlined in the Strategic Plan." The managed care
participation requirement for a child does not change based on identification of a CCS eligible
medical diagnosis. Like the managed care expansion provisions, upon start-up of the new managed
care systems in the expansion counties, the CCS carve-out policy would immediately apply to all
child Medi-Cal beneficiaries who participated in managed care.”’ Because the policy defines the
benefits and circumstances for which the plans are responsible, the policy applies to all child
beneficiaries enrolled in a post-expansion managed care plan, whether the child enrolls voluntarily in
a managed care plan (as a member of a voluntary participation group, such as SSI in a Two Plan
Model County) or whether the child enrolls in a managed care plan due to membership in a
mandated participation group.

How the CCS Carve-Out Operates

Coupled with the managed care expansion, the carve-out divides financial responsibility for health
care between managed care organizations and the CCS program. Figure 3.4, Medi-Cal payer and
authorization sources for services to potentially CCS-eligible children—With operating
carve-out, illustrates the mechanisms by which medical services are paid once the carve-out is
operational. This figure includes the possible payment arrangements within most counties, although
as described below, not all of these payment arrangements can be exercised for all Medi-Cal child
beneficiaries in the counties. As discussed below, some of the sources are unique to children
enrolled in managed care, and others apply only to children in fee-for-service (i.e., non-mandatory

' COHS counties that were operational by 1994 (San Mateo and Santa Barbara) were unaffected by the
carve-out legislation provisions, and the legislation exempted the Solano County COHS that was under
development from its provisions. Napa County subsequently joined the Solano County COHS and thus
was added to this group of counties exempt from the Bergeson carve-out.

9 As provided by the Strategic Plan and by subsequent policy decisions, other Medi-Cal services are
excluded from the managed care contracts, including mental health, pharmaceuticals for HIV/AIDS, and
certain medical services for beneficiaries with HIV/AIDS.

*% Children with SSI-related or foster care-related Medicaid eligibility and those children with share-of-

cost Medicaid eligibility are not mandated to enroll in prepaid health plans, and unless they voluntarily
enroll would continue to receive all Medi-Cal services on a fee-for-service basis.
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eligibles). Like Figure 3.1, this figure shows that some Medi-Cal services can be submitted directly
to Medi-Cal, while other services require authorization from CCS or from a local Medi-Cal field
office. This figure shows the multiple potential authorization and payment sources with the CCS
carve-out and managed care system in place.

Figure 3.4 — Medi-Cal payer and authorization sources for services to potentially CCS-
eligible children—With operating carve-out
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An important point illustrated in Figure 3.4 is that there are not only multiple authorization
sources but also new organizations involved in the authorization and payment processes. The figure
also illustrates the prepaid health plan mechanisms for payment, which can include per member per
month payments to providers, and potentially fee-for-service (FFS) payments for some services
under pre-authorization. It is important to note that those services for which a sub-contracting
hospital or IPA/provider is at risk may vary by prepaid health plan. Some services may be paid
FFS by a health plan and others covered within the capitation rate, depending on the county and the
specific contract within the county. (A discussion earlier in this section addressed the presence of
managed care contractors and their relationship to CCS prior to the expansion).
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Implementation of the CCS Carve-out

The payment arrangements that operated prior to and following the managed care expansion are
illustrated in Figure 3.5, Pre and post carve-out Medi-Cal payment arrangements—Managed
care expansion counties, Figure 3.6, and Figure 3.7. To distinguish pre carve-out managed care
plans ("PHPs") from post carve-out managed care plans—some of which are commercial prepaid
health plans and some of which are Local Initiatives or County Organized Health System plans—all
managed care plans operating under the carve-out provision are referred to as "MCPs" in the text
and figures that follow.

For the managed care expansion counties, the implementation of the CCS carve-out occurs
simultaneously with the mandate of participation in prepaid health plans. The exact start-up dates
for the expansion and carve-out varied on a county-by-county basis. In the managed care expansion
counties, the carve-out policy applies to any child Medi-Cal beneficiary who enrolls in a managed
care plan operating under the Two Plan Model, GMC, or COHS system (with the exception of
several counties)?'. For children in voluntary or excluded aid categories who remain in the fee-for-
service system in these counties, the carve-out policy does not apply unless they voluntarily enroll
in managed care. The Two Plan counties continue to operate a fee-for-service Medi-Cal system for
these children (as well as for the adult beneficiaries in these aid categories).

The implementation process for counties that implemented the CCS carve-out and mandatory
managed care is illustrated in Figure 3.5. The figure shows how the possible payment arrangements
in a county are telescoped into two possible arrangements in the post carve-out period: (1) fee-for-
service Medi-Cal with fee-for-service CCS services, and (2) managed care Medi-Cal with fee-for-
service CCS services. All PHP "CCS-include" contracts were phased out as the managed care
expansion plans that would operate under the carve-out policy were phased in. Some Medi-Cal
contracts with such PHPs expired prior to or at the expansion implementation date. Other such
contracts were rolled over into the new "carve-out" contract arrangement if the PHP was part of the
expansion system. In three (3) expansion counties, at least one PHP had a roll-over contract into a
Commercial Plan or GMC contract. The expansion counties that had participation in "CCS include"
prepaid health plans shortly before the expansion dates are identified in Table A.2, Commercial
health plans operating in managed care expansion counties, pre and post carve-out. As
indicated in the table, approximately eight (8) of the expansion counties had such plans in operation.
This table also identifies the Commercial Plans that are participating in the Two Plan or GMC
models.

*! San Mateo and Santa Barbara counties have different arrangements that are not illustrated in this
figure (these counties were fully implemented prior to the 1993 Strategic Plan and are not technically
expansion counties). Also, Sacramento County continued to have one PHP (Kaiser) operate with a
"CCS include" Medi-Cal contract following the expansion, and Solano and Napa counties were
specifically identified in legislation as exceptions to the carve-out policy.
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Figure 3.5 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed care
expansion counties that have no managed care
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Figure 3.6 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed care
expansion counties that have voluntary managed care

MC All other Medi-Cal Services related MC
partici.pation serv1.ces " to CCS.dlagnosw participation
options _— N options
FFS FFS Ces |~
authorizes ) FFS
(Medi-Cal o FFS CcCS
PCCM PCCM pays) - i authorizes
at risk i et MCP (Medi-Cal} mMcCP
at risk pays)
(*CCS at risk
include™)
Pre carve-out Post carve-out
r 1994

D Shaded areas represent services that are capitated and prepaid to plans (per member per month)

Note: Prepaid health plans are referred to as PHPs in pre-carve-out period, and MCPs after carve-out

41




Figure 3.7 — Pre and post carve-out Medi-Cal payment arrangements—Non-managed care
expansion counties that have no managed care
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Managed care participation for individuals in the mandated eligibility aid categories operated in the
following way. Once a child enrolled in the managed care plan under the new system, the carve-out
arrangement was in effect for that child. However, the expansions did not occur within the
timeframe described in the Strategic Plan (1993 and 1994), nor did the Local Initiative and
Commercial Plan in each county necessarily begin enrollment at the same time. For most of the
Two Plan model counties, the Commercial Plan and the Local Initiative did not begin operations
simultaneously, due to start-up delays for one plan or the other usually imposed by HCFA based
on HCFA's readiness review. During this phase-in period, all Medi-Cal beneficiaries were given the
opportunity to remain in fee-for-service, or to voluntarily enroll in the new (carve-out) managed care
plan that was operational.

In the Two Plan Model Counties, when both the Local Initiative and the Commercial Plans became
operational (or when both Commercial Plans were operational in a county that did not form a Local
Initiative, such as Fresno County), those beneficiaries who were enrolled in health plans that had
expiring Medi-Cal managed care contracts were either "rolled over" to one of the new contracting
health plans or selected one of the operating health plans. A "defauit assignment" was applied to all
beneficiaries in mandatory managed care groups who did not return managed care enrollment
materials to SDHS or who did not specify a choice of managed care plans in the materials. The
default assignment process generally followed a formula created by SDHS that was designed to
achieve a certain flow of beneficiaries to the participating health plans within the county and to
achieve a certain, pre-specified enrollment balance across the plans. (For example, the Local
Initiative plan in each county was to maintain at least 60 percent of mandatory managed care
eligibles, according to state law).

Experiences with "Roll-Out" in the Expansion Counties While managed care

participation continued on a voluntary basis until all plans in the Two Plan Model counties were
fully operational, in practice this voluntary basis was not identical to the voluntary participation
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provision that existed in the pre-expansion period with the commercial prepaid health plans.
Specifically, as of July 1996 the SDHS policies and procedures in the Two Plan model counties
were modified such that new Medi-Cal beneficiaries and also those undergoing their periodic
eligibility redetermination were assigned to the sole operational plan by "default", unless the
beneficiary stated a preference in the application materials for remaining in fee-for-service. This
default assignment policy thus placed a greater responsibility on the beneficiary to exercise the fee-
for-service choice than had existed prior to the policy.

The initial implementation schedule called for simultaneous operation start-up in March 1995 for all
expansion counties (GAO 1997). However, the expansion counties not only implemented their
managed care systems at different times but also experienced transition periods (e.g., the period of
time between initial implementation of one plan through full implementation of both plans with
default assignment) of different lengths due to factors that are inexorably linked to county
characteristics. In some counties, default assignment was not implemented until several months
after both plans were operational. These delays not only delayed the initial implementation date
but also caused a staggered implementation by county.

Table 3.3, Implementation characteristics of counties with Medi-Cal managed care, presents
Medi-Cal policy characteristics related to the managed care expansion and CCS carve-out by
county. Specific characteristics include the total number of Medi-Cal aid categories affected by the
expansion (and carve-out) in the Medi-Cal managed care expansion counties, the managed care model
type and implementation date(s), the presence of PHPs and/or PCCMs in the pre-expansion period,
the presence of PHP contracting with a CCS "carve-in" in the pre-expansion period, the presence of
a CCS carve-out, and start dates by quarter and month of the study period (1994-1997). The start
date refers to the first month in which any expansion managed care plan was operating under the
carve-out policy. As this table illustrates, the date that both health plans were operational in Two
Plan counties ranged from July 1996 to January 2000. These dates correspond to the date at which
assignment to a health plan is required for all mandatory managed care beneficiaries. This is the
"default assignment" start-up date described earlier. The dates that the two COHS expansion
counties were fully operational came somewhat earlier, in January 1996 (Santa Cruz) and April
1996 (Orange).

The initial delays in system development and start-up occurred due to the lengthy planning and
strategic development processes that had to take place at the county level, while delays imposed
closer to the implementation dates most frequently were imposed by HCFA. Several delays unique
to the Two Plan model counties included delay in developing a Request for Applications for the
commercial plan selection, and in developing a Detailed Design Application for the local initiative
applicant. Local initiatives also required statutory authority for operation, and thus legislation had
to be written and adopted. Local initiatives had to develop an operational health plan from the
ground up (and had to involve local stakeholders in their planning process) while commercial plans
had to develop new provider networks to serve Medi-Cal beneficiaries in counties where they had
not previously operated.

43




Table 3.3 — Implementation characteristics of counties with Medi-Cal managed care

Managed County (#) Total Pre-MC expansion Post-MC expansion
care mandated | Any PHP/ | Any PHP CCS Plan Start | Study | Study
model aidcodes PCCMs "carve-in" | carve-out | type(s) date qtr mo.
(1-16) | (1-48)
MC expansion counties—Early implementing counties (4)
2-plan Alameda (01) 26 Yes No Yes L1 1/1/96 9 25
Cp 7/1/96 11 31
2-plan Kern (15) 26 No No Yes LI 7/1/96 11 31
Cp 9/1/96 11 33
COHS Orange (30) 60 Yes No Yes — 10/1/95 5 22
—_— 2/1/96* 9 26
— 4/1/96" 10 28
COHS Santa Cruz (44) 61 No No Yes — 1/1/96 9 25
Other MC expansion counties (10)
2-plan Contra Costa (07) 26 Yes Yes (2) Yes LI 2/1/97 13 38
Cp 3/1/97 13 39
2-plan Fresno (10) 26 Yes* No Yes CP-1 1/1/97 13 37
CP-2 11/1/96 12 35
2-plan Los Angeles (19) 26 Yes Yes (10) Yes LI 4/1/97 14 40
Cp 7/1/97 15 43
2-plan Riverside (33) 26 Yes Yes (2) Yes LI 9/1/96 11 33
Ccp 3/1/98 - —
2-plan San Bernardino (36) 26 Yes Yes (3) Yes LI 9/1/96 11 33
Cp 3/1/98  — —
2-plan San Francisco (38) 26 Yes Yes (3) Yes LI 1/1/97 13 37
CP 7/1/96 11 31
2-plan San Joaquin (39) 26 Yes Yes (1) Yes LI 2/1/96 9 26
CP 2/1/97 13 38
2-plan Santa Clara (43) 26 Yes Yes (1) Yes LI 2/1/97 13 38
CP 10/1/96 12 34
2-plan Stanislaus (50) 26 No No Yes LI 10/1/97 16 46
Cp 2/1/97 13 38
2-plan Tulare (54) 26 No No Yes CP-1 2/1/99  — —
CP-2 1/1/00 — —
Other MC expansion counties—Unique MC models (3)
FFS/MCN  Placer (31) 21 No No Yes — 10/1/97 16 46
GMC San Diego (37) 22 Yes Yes (3) Yes — 4/1/97 14 40
FFS/MCN  Sonoma (49) 21 Yes Yes (1) Yes — 3/1/97 13 39
Other MC expansion counties—Not implementing CCS carve-out ()
COHS Napa' (28) 65 No No No — — — —
GMC Sacramento (34) 22 Yes Yes (1) No* — 4/1/94 2 4
COHS San Mateo (41) 66 — — No —_ 1987 — —
COHS Santa Barbara (42) 61 —_ — No — 1983 — —
COHS Solano (48) 66 — — No — 5/1/94 2 5
Non-MC expansion counties—With voluntary MC (3)*
— Madera (20) — Yes — No —_ — — —_
— Marin (21) —_ Yes Yes (1) No — —_ — —
— Yolo (57) ~— Yes Yes (1) No — — — —
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Sources: Highlights of the 1995 Program Changes (MCSS); Managed Care Annual Statistical Report for 1996;
1997; 1998 (MCSS); Eligible Counts by Managed Care Status and County. April 1998 (MCSS). CMS
Information Notice No. 96-6 (May 6, 1996), Readme Documentation for Eligibility Extract File, MCSS, January
1998. Effective dates for CalOptima's phase-in of aidcodes come from California’s Medical Assistance Program,
Annual Statistical Report Calendar Year 1996 (MCSS). Effective dates for the carve-outs in managed care
expansion counties come from MMCD, December 1999. Information on pre-MC expansion CCS "carve-in" (PHPs
with CCS-include contract) from source dated January 1997
®Marin and Yolo counties have voluntary enrollment PHPs (Madera in PCCMs); however. these counties are not
art of the Medi-Cal managed care expansion
Napa was added to the Solano County COHS
“Sacramento had one PHP with a CCS "carve-in" (Kaiser) (until the carve-out became effective for Kaiser in June
1998) and a CCS "carve-out" in effect for all other PHPs
dBeginning late CY 1996 had PCCM contract with Tower
°LI=Local Initiative, CP=Commercial plan
"This is the effective date for CalOptima's phase-in of mandatory managed care for the following aidcodes (AFDC
and AFDC-related aid groupings): 01, 02, 08, 3A, 3C, 3P, 3R, 30, 32, 33. 34, 35, 38, 39, 54, 59, 81, 82, 86.
®This is the effective date for CalOptima's phase-in of mandatory managed care for the following aidcodes: 10, 14,
16, 18. 20, 24, 26, 28, 36. 6A, 6C, 60, 64, 65, 66, 68.
"This is the effective date for CalOptima's phase-in of mandatory managed care for the following aidcodes: 03, 04,
13, 17, 23, 27, 37, 4C, 4K, 40, 42, 45, 5K, 63, 67, 83, 87.
---- Indicates start date in 1998 or 1999 (late implementers), or prior to 1994 (early implementers)

The delays that occurred later largely resulted from the "readiness reviews" that HCFA conducted
prior to full implementation (mandatory participation) in each county. Most of the difficulties
occurring in the counties that were identified by HCFA as necessitating a postponement had to do
with the enrollment contractor or with deficiencies identified in the materials that beneficiaries were
receiving about their managed care options. For example, the need to test enrollment broker
capacity and functions delayed implementation in Fresno, Contra Costa, San Joaquin, and Santa
Clara counties. HCFA postponed automatic assignment of beneficiaries in Santa Clara, San Joaquin,
and Los Angeles who did not choose a plan, permitting only voluntary participation and thus
slowing the implementation process (GAO 1997). The size of the affected population (over one
million expected mandatory enrollees) in Los Angeles County caused a 1997 delay of several
months due to HCFA concerns that enrollment problems would have an impact of substantial
magnitude in such a large county. Figure 3.8, Carve-out timing and duration of
implementation transition, illustrates the roll-out of the managed care expansion.

45




Figure 3.8 — Carve-out timing and duration of implementation transition
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Other delays that were unique to the Commercial Plans or to other unique features of the Two Plan
Model County continued to occur for the small number of the Two Plan Model counties that did
not implement the managed care expansion by the end of the study period (December 1997).
Implementation was postponed in Tulare County due to difficulties in organizing provider
networks, while the commercial plan operating in San Bernardino and Riverside counties did not
meet the federal Medicaid "25/75" requirement (GAO 1997). The Local Initiative in these counties
began operations and continued to operate under voluntary participation.

Additional legislation pertaining to the relationship between CCS services and the scope of Medi-
Cal managed care contractor's responsibilities for medical care was passed in 1996. Assembly Bill
3199 permitted SDHS to "approve, implement, and evaluate a pilot project in Tulare County" that
would incorporate CCS services into the Local Initiative in that county. The bill stated that SDHS
would be required to approve and develop such a pilot project "if requested by Tulare County."
The bill provisions stated that children eligible for Medi-Cal and for CCS would be required to enroll
as members of the Local Initiative and that the County of Tulare was authorized to negotiate with
SDHS in developing this pilot project. Section (c) (1) provided that SDHS and a special advisory
commission would need to agree on an appropriate capitation rate for services covered under CCS
that would be "in compliance with federal and state laws and regulations” and "cost neutral to the
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General Fund." Section (c) (2) (h) stated that such permission would be granted to SDHS until July
1. 1999 and that the bill would remain in effect until January 1, 2000 at which point the provision
would be repealed unless additional legislation was passed before January 1, 2000 to extend the
dates.”

Impact of the Carve-out on Non-Expansion Counties

While the carve-out provisions that related to CCS services under mandatory managed care did not
apply to those counties that were not managed care expansion counties, the carve-out law did have
some impact on non-expansion counties that had some Medi-Cal managed care contracting. Fora
small number of California counties that were not designated as Medi-Cal managed care expansion
counties—including Marin and Yolo counties—State DHS had ongoing managed care contracts with
prepaid health plans when the Bergeson legislation was passed. The pre and post-carve-out
payment arrangements in these counties that had voluntary Medi-Cal managed care but were not
expansion counties (and thus had no mandatory enrollment) are illustrated in Figure 3.7. As the
figure shows, these counties had two options for Medi-Cal services at the time that the carve-out
law was passed. These options were (1) participation in fee-for-service Medi-Cal, and (2)
participation in a commercial prepaid health plan with a "CCS include" contract.

Initially the State DHS interpreted the Bergeson carve-out as applying only to (1) future managed
care contracts in expansion counties; and to (2) existing managed care contracts in the expansion
counties that might come up for renewal prior to the start up dates for the Two Plan Model plans or
the COHS system. SDHS did not interpret the carve-out as applying to the managed care contracts
that were operating in several non-managed care expansion counties. At the time, these counties
included Madera, Marin, and Yolo counties. Following efforts by a state advocacy group for
children, the State DHS reviewed its existing managed care contracts for compliance with the
provisions of the Bergeson bill. In effect, SDHS thereby broadened the scope of its interpretation
of the law so that the Bergeson provision on new contracts and contract renewals would apply to
counties outside of the expansion counties (personal communication with CMS, July 1999). In late
1996 and early 1997, SDHS set a process in motion to exclude CCS services from the managed care
contracts in the non-expansion counties that had operating Medi-Cal managed care contracts
(personal communication with CMS, July 1999). Thus while SDHS eventually applied the carve-
out provision to all PHP contracts, the date of the CCS services carve-out was the same date as the
start-up date for mandatory PHP enrollment only in the expansion counties. More specifically, the
dates were the same only in the expansion counties that implemented mandatory managed care prior
to the end of 1997.

Finally, a large number (33) of California counties have not had any Medi-Cal managed care
contracting. Figure 3.6 shows the payment arrangements in counties with no managed care over the
course of the managed care expansion and CCS carve-out taking place in other counties. All of the

22 Tylare had not developed a pilot that incorporated CCS services by the end of the study period
(December 1997).
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counties are rural and/or have small populations of Medi-Cal beneficiaries. Another two 2)
counties—Sonoma and Placer counties—have FFS/MCN systems under development that provide
physicians with a case management fee for providing case management in referral to and use of
services outside of primary care. As indicated in Figure 3.6, all of these counties are basically
maintaining fully fee-for-service Medi-Cal with CCS services continuing to be authorized on a fee-
for-service basis by the CCS program. Most of these counties are listed in Table 3.3 as non-
managed care counties and are referred to as "non-expansion” counties. Although they are
essentially operating in a fee-for-service Medi-Cal system, Sonoma and Placer counties are identified
in Table 3.3 as managed care expansion counties with unique systems because technically they are
implementing a small feature of managed care.

Rate-Setting Methodologies and Impact of Carve-out on Capitation Rates

Because CCS services were excluded from prepaid contracts under the carve-out, SDHS developed
capitation rates based on historical claims data that excluded those claims authorized by CCS. The
approaches taken by SDHS for developing capitation rates prior to and following the carve-out are
briefly described below.

In the pre-expansion managed care contracts, SDHS negotiated directly with prepaid health plans to
establish per member per month (PMPM) capitated rates. A different rate setting methodology
that was experienced-based was adopted for the expansion. The State of California used a complex
methodology to develop payment rates for the new managed care systems.®> This methodology
was based on the following: (1) historical claims (initially for FFS claims with dates of service of
January 1993 through December 1993 and paid through July 1994, excluding COHS counties of San
Mateo, Santa Barbara, and Solano); (2) experience with Medi-Cal managed care utilization in a
COHS county (Santa Barbara); (3) projections for new benefits and utilization expectations; and (4)
a lag factor for incurred but unpaid claims. The rate methodology included specific county
adjustment factors and stratification by several eligibility group factors. Data from the Santa
Barbara Health Authority were used to identify the expected units of service per vendor group and
per eligibles for capitation rates for the base years of the Two Plan Model counties. The rationale
for using utilization data from this COHS county was that Santa Barbara "is a well-managed
managed care plan, and provides the best data available at this time" (SDHS 1995).

Because the Bergeson legislation excluded services for CCS eligible conditions from future (and any
renewed) managed care contracts, State DHS produced capitation rates for managed care plans that
excluded expected CCS service costs. These capitation rates were based on historical Medi-Cal

claims and excluded all Medi-Cal claims that were known to be services provided for a CCS-eligible

> The per member per month capitation rates for Local Initiative and Commercial Plan contractors
are issued annually by SDHS and published publicly. The capitation rates announced by SDHS have been
contested in some instances by one or more Local Initiatives or Commercial Plans. In some instances
these contested rates were subsequently augmented by SDHS. Rates for the COHS counties are
negotiated and are not made publicly available.
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diagnosis. More specifically, all claims that could be identified as having been authorized by CCS
(i.e., those claims with a code indicating that the Treatment Authorization Request (TAR) was
approved by CCS) were excluded from the rate-setting database (SDHS 1995).2* Consequently any
paid Medi-Cal claims for services that were related to CCS diagnoses, but not authorized by CCS,
would be included in the claims base used to create capitation rates. If CCS referral rates and service
authorization requests increase as hypothesized, then total fee-for-service CCS authorized Medi-Cal
payments could increase as such claims are increasingly picked up by CCS.

3.5 Summary

California developed a set of new delivery systems for Medicaid beneficiaries in the 1990's. The
carve-out policy that was adopted in 1994 preserved the traditional Title V role of the CCS
program. This chapter's review of Medi-Cal and Title V policy in California shows that the
financial implications of referral changed with the carve-out, but that the requirement to refer
potentially eligible children to CCS was not new. The policy created new financial incentives by
preserving the fee-for-service reimbursement option only for those services that CCS programs
would authorize. The difficulty in determining whether specific services are required exclusively for
a particular diagnosis suggests that this mixed reimbursement policy could motivate cost-shifting
from capitated care to the carved-out services. One result of such cost-shifting practices may be an
increased rate of referral to CCS. A possible secondary effect may be compositional change within
the CCS caseload in terms of medical diagnosis and expected expenditures per child.

Total services that children receive may not be affected by the carve-out policy, at least relative to
what services would have been under a traditional, fully fee-for-service system. However, it is
possible that their newly incentivized referral to the CCS program may (1) increase adherence to
statutory CCS standards regarding provider paneling, and (2) increase children's access to the
administrative case management functions of the CCS program. To the extent that these potential
outcomes represent aspects of quality, any carve-out impact could be interpreted as indirectly
promoting quality. While study limitations do not permit direct evaluation of this question, the
imposed CCS carve-out may increase the proportion of child Medi-Cal beneficiaries with CCS
eligible medical diagnoses who receive early and continuing care from CCS-approved physicians and
ancillary providers. '

24 Claims with procedure codes for organ transplant also were excluded. The Rate Development Branch
in the Medi-Cal Policy Division used adjustments rather than claim exclusions to adjust for other
services eliminated from managed care contracts. Those services included mental health services, long-
term care facility charges (other than the month of admission and subsequent month), and ophthalmic
lenses. A number of legislative adjustments also are made to the capitation rates as they become
effective. Examples of the numerous legislative adjustments made in the base year capitation rates
included an adjustment for a drug prescription limit (effective November 1994, prescriptions were
limited to six per month resulting in a 6.8 percent reduction in the Pharmacy component), and an
adjustment in the Pharmacy component (a reduction of 3 percent to Pharmacy because of a reduction
in all pharmacy claims by 50 cents pursuant to Assembly Bill 2377 effective January 1995).
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CHAPTER 4—RESEARCH DESIGN AND METHODS

This chapter describes the design and methods employed for the quantitative and qualitative
components of the study.

4.1 General Study Approach

The quantitative component of this research is a panel study that compares CCS program outcomes
(claimant volume and expenditures) across counties and managed care eligibility groups for a four
year period, using California Medicaid (Medi-Cal) claims data for service dates from January 1994
through December 1997. The study examines the relationship between managed care participation
under a carve-out program and the volume of CCS claimants and total expenditures for CCS
services.

Because the study investigates provider and agency responses to incentives based on county-level
policy variables, the unit of analysis is the program outcome (e.g., claimant volume, total
expenditures) at the county level or eligibility group level, by month. The population in the study
is all Medi-Cal beneficiaries between the ages of 0 to 21 years who have one or more CCS
authorized claims during the study period, from a base population of children with one or more
months of Medi-Cal eligibility between January 1994 and December 1997.

The qualitative component of this research uses interviews with state and county CCS program
administrators to clarify and interpret the carve-out policy's impact. Interviews were conducted
with administrators from counties that were selected to provide the following: diversity of county
size and geography (which was expected to also provide variation in relevant health system
characteristics); a mix of COHS and Two Plan model counties; and differences in Local Initiative
models and organization within the subset of Two Plan counties.

4.2  Design and Methods for Analysis of Caseload and Expenditures

This section describes the data sources used for the analyses of caseloads and expenditures, and the
construction of the analytic file. This is followed by an outline of the analytic strategy.

4.2.1 Data Sources

To investigate the hypotheses of caseload and expenditure changes over time, individual level claims
data for the study period of 1994 through 1997 were required. Additional data elements on Medi-
Cal enrollment and managed care participation also were obtained along with information on county
characteristics ranging from policy characteristics to socioeconomic indicators. Data sources for
most data elements relating to the Medi-Cal program were drawn from the SDHS Medical Care
Statistics Section. Specific data sources were the following: (1) paid CCS-authorized Medi-Cal
claims; (2) counts of Medi-Cal eligibles by county, aid category, and month and year; (3) Medi-Cal
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monthly eligibles by birth date; (4) health care plan by month; and (5) tabulations of total Medi-Cal
expenditures. Sources for descriptive, non-Medi-Cal data included the California State Department
of Finance and the U.S. Bureau of the Census.-

Qualitative data on carve-out implementation and impact also were gathered to supplement the
quantitative analysis. Interviews were conducted with CCS administrators in a subset of California
counties to provide insight into the local context surrounding the managed care expansion and carve-
out policy implementation.

Medi-Cal Claims and Enrollment

A natural source for information on CCS caseload volume would be Children's Medical Services in
State DHS. However, while Children’s Medical Services maintains statewide data on total CCS
program participants, these data are not regularly updated for periods of a child's financial
ineligibility. These data also are not updated for periods of medical ineligibility that may occur due
to disease improvement or resolution or due to the episodic nature of some CCS qualifying medical
diagnoses. Thus it is difficult to use these data to estimate total children with active CCS eligibility
(i.e., those with a current CCS qualifying medical diagnosis who are in treatment). These data also
share no common identifying number with the claims information maintained by the Medicaid
agency, and often have multiple identifying Social Security Numbers. This makes a matched
enrollment and Medicaid claims file (for purposes of identifying a CCS eligible cohort among child
Medi-Cal beneficiaries) an inadequate source for this analysis.”> Consequently an alternative source
of data on claimants was required.

Paid CCS-authorized Medi-Cal claims

Children with CCS eligible medical diagnoses were identified from claims data provided by the
Medical Care Statistics Section (MCSS) in the California State Department of Health Services. The
approach to constructing the claims file is illustrated in Figure 4.1, Original and constructed data
files, and described in the following paragraphs.

An authorization flag that is unique to CCS appears on Medi-Cal claims that CCS has authorized as
a Treatment Authorization Request (TAR). Fee-for-service Medi-Cal claims for the specified
period (1994-1997) were searched by MCSS to find all CCS-authorized claims during this period.
Thus the data include all claims identified as CCS-authorized for any Medi-Cal beneficiary age 0 to
21 years (at the time of the service) receiving at least one CCS-authorized service between January
1, 1994 and December 31, 1997. While claims with service dates in the remaining months of 1997
and early 1998 were available when the dataset was created in November 1998, a last service date of
December 31, 1997 was chosen to ensure that nearly all claims for services provided by that date are

** A more detailed discussion of limitations to Medi-Cal and CMS data for purposes of identifying
"active" CCS eligible children is provided in Coopers & Lybrand (1997).
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submitted and complete.?® This minimizes the likelihood of inadvertently excluding either
adjustment claims®” or incurred but not billed services for the study period.?® It was determined
that allowing a year between the last service date requested and the file generation date should be
adequate to produce a complete claims file for this period. The file includes approximately 2.25
million claim records with service dates of January 1994 through December 1997 that were
authorized by CCS for Medi-Cal beneficiaries between 0 and 21 years. The major categories of data
elements in the claims file are illustrated in Figure 4.1. Unique claimants are identified by a county
code, an aid category code, and by a nine digit Social Security Number (SSN). To protect
confidentiality, the SSN was scrambled by MCSS in creating the dataset, using a specific rule for
each digit.

Key limitations and characteristics of the CCS claims dataset include the following. First, the
dataset includes all fee-for-service claims authorized by CCS for children with CCS eligible medical
diagnoses. It does not include services that may have been related to a CCS diagnosis but not
authorized by CCS. This does not undermine the integrity of the dataset with respect to most of
the hypotheses of interest, given that the research questions focus on CCS authorized services.
However, it does preclude any direct estimation of total fee-for-service Medi-Cal costs for children
with CCS qualifying medical diagnoses. Second, claims for newborns prior to the time that they
receive their own Medi-Cal identification number are linked with the beneficiary ID of the mother.
SDHS allows approximately two months for a unique identification number to be assigned. All of
the claims for these infants should appear in the file because according to SDHS, the birth date on
the claim must be that of infant even when the mother's beneficiary ID is used (Klein/SDHS
1999).%° Third, studies conducted by MCSS on claims submissions find that a small volume of
claims may be paid or the original payment adjusted (up or down) more than one year after the
service date. Thus there may be outstanding claims that could cause over or underestimation of total
expenditures.

¢ According to 1999 SDHS documentation, "providers have at least a full year to submit claims to the
fiscal intermediary from the date services are rendered" and "once received, the claims could also be
returned to the provider for missing or revised information, adding more time to the adjudication
process" (Klein/SDHS 1999).

27 Claims can be voided or adjusted after being paid. A voided claim results in the creation of an
identical claim that has negative reimbursement and unit of service amounts so that the resulting
tabulated amount is zero. An adjustment creates a claim record that voids the original claim but also
adds the correct reimbursement and unit of service values (Klein/SDHS 1999).

28 Based on analysis of past claims experience, SDHS Medical Care Statistics estimated that 98.2 percent
of claims for service dates through December 1997 would be paid claims by July 1998 (which is 94
percent of all claims), and that 99.6 percent of payments for services through December 1997 would be
paid claims by December 1998 (which is 97.5 percent of all claims) (personal communication, 1998).

2% Specifically, claims for infants who are CCS eligible and do not yet have a Medi-Cal beneficiary
identification number—and whose Medi-Cal services are thus associated with the mother's Medi-Cal
Beneficiary Identification Code—should be included in the claims data. The birth date indicated on the
claim along with the CCS authorization flag were the two criteria used to create the dataset.
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Figure 4.1 — Original and constructed data files
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Two additional characteristics of the data were examined to understand their implications for the
study analysis. These characteristics were the following: (1) claims with "negative" payments, and
claimants who had one or more months of net negative expenditures, and (2) claimants who
appeared to have claims associated with more than one aid category in a given month. Appendix B
includes a detailed analysis of these characteristics and the conclusions drawn.

Counts of Medi-Cal eligibles by county, aid category, and month vs. year

Monthly Medi-Cal enrollment totals were procured from the Medical Care Statistics Section.
MCSS provided extracts of the Medi-Cal eligibility files (the Medi-Cal Certified Eligibles File) for
the 60 month period of January 1993 through December 1997. These extracts are monthly counts
of Medi-Cal beneficiaries (termed "eligibles" by Medi-Cal). The total counts of persons enrolled in
Medi-Cal for each month are stratified by Medi-Cal eligibility aid category and by county. These
eligibility extracts do not further stratify the eligibility counts by age or any other characteristic.

As illustrated in Figure 4.2, Impact of retrospective eligibility lag on Medi-Cal enrollment

estimates for August 1998—By month used for estimate, and by Medi-Cal aid category,
generating Medi-Cal eligibility counts using this retrospective (lagged) approach is critical to
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representing the true number of eligibles in the given month. Enrollment estimates vary based on the
number of months that elapse between the index month of eligibility and the date that the estimate is

Figure 4.2 — Impact of retrospective eligibility lag on Medi-Cal enrollment estimates for
August 1998—By month used for estimate, and by Medi-Cal aid category
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made. This figure shows how counts of those eligible in August 1998 (based on January 1999 data)
change the closer to the index month the estimate is made. For example, for children and families
who receive Medi-Cal because they receive AFDC/cash assistance, 98.8 percent of those eligible in
the index month (August 1998) were identified as eligibles using data available in September 1998.
In contrast, for individuals who receive Medi-Cal due to the family's low income, only 91.9 percent
of those eligible in the index month were identified as eligible using September 1998 counts (MCSS
1999). However, when data on total eligibles based on information available to SDHS as of January
1999 were used, these counts were up to 100 percent and 99.6 percent respectively. Share-of-cost
Medi-Cal eligibility is granted on a monthly basis after a certain individual spending requirement is
met. This causes high retrospective eligibility counts with few of these eligibles identified
immediately after the index month, as illustrated in Figure 4.2.
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Medi-Cal Monthly Eligibility file

The Medical Care Statistics Section provided more detailed eligibility extracts for the month of
January, for the years of 1993 through 1998. These data provide an individual level record on every
individual who had Medi-Cal eligibility during the month of January in the given year. These
records including the following data elements: Medi-Cal eligibility aid category, county of residence,
birth date, and prepaid health plan identification (code number) if enrolled in a prepaid health plan.
This file permits analysis of Medi-Cal eligibility and enrollment data for each county based on
beneficiary age, participation in managed care or FFS, and if managed care, the type of prepaid
health plan. The data use lagged eligibility statistics, providing eligibility information for the month
of January based on the full eligibility file six months later, so that retrospective eligibility
determinations are counted within the counts of January eligibles.

Health Care Plan by Month file

This file includes monthly counts of Medi-Cal enrollees by county, eligibility aid category and
prepaid health plan code (if enrolled in a PHP) for the calendar years 1996 though 1998. Like the
Medi-Cal Certified Eligibles File extract, these data are in the form of monthly totals rather than
individual records. This file is generated by MCSS from an extract of the Medi-Cal Eligibility file
that was created six (6) months after each index month in the dataset.3°

Medi-Cal expenditures

Data on Medi-Cal expenditures were drawn from several sources. Mean monthly fee-for-service
expenditures for each calendar year are available in the Services and Expenditures Month-of-
Payment Report from MCSS. Payments for CCS-authorized services are included in relevant line
items that distinguish between service types and also are reported separately as mean monthly
totals in a CCS line item. These data include statewide totals and also are stratified by county and
by aid category groupings. Several eligibility aid categories such as SSI (aid category 60) have data
reported separately while other aid categories (such as those associated with public cash assistance)
are subsumed within groupings that include multiple aid categories. (The aid category groupings
have some variation by year.) The Month-of-Payment Report excludes payments to prepaid health
plans and to County Organized Health Systems. Payments to prepaid health plans are provided as
annual totals and as per member per month (PMPM) capitation rates by prepaid health plan in
another set of expenditure reports from MCSS and the Medi-Cal Managed Care Policy Division.
Payments to Local Initiatives and Commercial Plans in Two Plan counties are also provided as
annual totals and as PMPM capitation rates.

* The exception is for calendar year 1996. The files for 1996 were created between 7 to 12 months
after each index month because the archived monthly files had expired (MCSS documentation).
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Data Sources for Descriptive Information on County Trends

Data on socioeconomic indicators for California counties were gathered for descriptive purposes and
for potential use as covariates. Several data sources provided information on county demographic
characteristics. These data sources included U.S. Bureau of the Census estimates of the total
population (all ages) and child population (age 0 to 21 years), as well as estimates of the percent of
children (by county) living under the federal poverty level (FPL). Additional data, such as the
percent of each county's population enrolled in Medi-Cal, came from the Medi-Cal Annual
Statistical Reports for calendar years 1994 through 1998.

4.2.2 Construction of the Analytic File

The analysis files were constructed for the multivariate models by merging a series of separate
MCSS files. The analysis files include data elements on monthly claimants and services, monthly
Medi-Cal enrollees, monthly prepaid health plan participation (for years 1996 and 1997 only), and
annual prepaid health plan participation. The datasets are illustrated in Figure 4.1 along with a
profile of the merged dataset.

Decisions about Missing Data

As discussed earlier, Appendix B describes several characteristics of the claims data that may involve
missing claims. Two other characteristics of some claims that clearly involved missing data elements
are discussed here. A small number of claims were excluded from the CCS claims database based on
(1) apparently invalid county indicators, and/or (2) Medi-Cal eligibility aid categories appearing on
the claim (as part of the beneficiary ID) that appeared invalid. The scope of the missing data
problems and the rationale for how the problems were addressed are provided below.

Claims that were missing a county indicator A total of 21 claims were identified as having an
invalid county code; these claims were assigned a county code of "59" and yet valid county codes in
Medi-Cal claims data range from 1 to 58. Medi-Cal eligibility aid category information was missing
(i.e., coded as "00") for all of these claims.’' These claims were distributed across the study period.
Four (4) of these claims were associated with 1994 service dates, ten (10) were associated with 1995
service dates, four (4) were associated with 1996 service dates, and three (3) were associated with
1997 service dates. The claims ranged in expended amount from $14 to $11,954. The total expended
on these claims during the study period was $42,641, which represents only 0.0019 percent of the
total amount expended during the study period of $2,225,551,364. Due to the small volume of these
claims and the small expenditures, the impact of excluding these claims was deemed to be small.

3! The zip code of the provider for nine (9) of the eleven (11) beneficiaries associated with these claims
was outside of the State of California. There were valid diagnosis codes associated with eight (8) of the
eleven beneficiaries; the diagnoses (based on ICD-9 coding) were tibia and fibula fracture; aplastic
anemia; malfunctioning vascular device and hydrocephalus; tibia fracture; nephritis; and respiratory
failure.
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Invalid coded aid categories in CCS claims file Few claims in the MCSS files were associated
with a Medi-Cal eligibility aid category that appeared to be invalid. Aid categories were deemed to be
"apparently invalid" if either of two criteria were met. The first criterion was that the aid category
would not generally provide Medi-Cal eligibility (e.g., a social services aid category for which Medi-
Cal eligibility is not issued). The second criterion was that the aid category did not appear in MCSS
listings of current and past (defunct) eligibility aid codes in the Short Claims documentation, nor in
listings of valid aid categories provided in the Medi-Cal program Annual Statistical Reports for the
years of 1994 through 1997.3

A total of 5,886 claims were missing an aid category or were coded with an aid category that appeared
invalid. These claims were associated with total expenditures of $7,530,750. This comprises 0.34
percent of all expenditures. The approximate annual totals were $1.4 million in 1994, $2.8 million in
1995, $2.4 million in 1996, and $0.8 million in 1997.

The impact of excluding these claims was considered along with the impact of including them. The
decision to exclude was made because with an apparently invalid aid category, these claims could not
be assigned to either a mandatory managed care participation group or a non-mandatory group for the
analysis, which are the relevant groupings for evaluating carve-out impact. Because these aid
categories appear invalid, it is difficult to say whether there is a relationship between the missing
information and the predictor or outcome variables. It would be possible to determine whether there
are other claims for the individual that do have a valid aid category. However, the reason for a child's
Medi-Cal eligibility can change. Thus some error would be introduced in imputing an aid category
based on eligibility information from another month of eligibility. Due to the small number of claims
that were coded with an apparently invalid Medi-Cal eligibility aid category, it was decided that this
subset of claims could be reasonably excluded from the dataset.

Aid categories excluded from Medi-Cal enrollment fileMonthly counts of total Medi-Cal
beneficiaries were obtained for each aid category. These monthly counts are used in the multivariate
analyses to control for changes in the Medi-Cal base population over time. For those analyses that

*> Aid categories that were deemed to be apparently invalid include the following:
0 invalid (not a Medi-Cal aid category)
9 could be 09, but 09 confers eligibility for Food Stamps and not for Medi-Cal
A could be an error and actually 0A, which is refugee cash assistance
00 invalid (not a Medi-Cal aid category)
05 severe emotional disturbance (SED) category for which no Medi-Cal 1ssued
22 blind adult recipients of SSI/SSP, no Medi-Cal issued
31 receiving foster care services but no Medi-Cal issued
41 invalid (appears to be foster care)
4F invalid (not a Medi-Cal aid category)
61 disabled group, no Medi-Cal issued
62 adult disabled, no Medi-Cal issued
84 a MI adult (21+) code that was discontinued in 1983
S2 invalid (not a Medi-Cal aid category)
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use pooled aid categories with groupings of mandatory and non-mandatory managed care requirement
status, pooling Medi-Cal enrollment from all Medi-Cal aid categories would include a number of
categories that by definition cannot contribute to the CCS-eligible population. Aid categories that
only include beneficiaries over 65 years of age comprise this group. As a result, trends in enrollment
for individuals who are in these "non-CCS eligible producing aid categories" would affect the
population base that is used as a control variable in predicting CCS claimant volume and expenditures.
To minimize the impact of trends in non-base population enrollment, in analyses that pool counts of
Medi-Cal beneficiaries across aid categories (i.e., when combining all aid categories conferring
mandatory managed care participation status), those Medi-Cal aid categories that include only
beneficiaries 65 years or above are not used to generate the counts. >

Defining the Base Population

The CCS claims data are by definition limited to Medi-Cal beneficiaries between the ages of 0 to 21
years. Most Medi-Cal eligibility aid categories (other than those limited to individuals over age 65,
and foster care aid codes) include both child and adult beneficiaries. Because the monthly Medi-Cal
eligibles file aggregates enrollment information for all individuals within a Medi-Cal eligibility aid
category without age strata, the monthly figures capture enrollment trends not only for children in
these aid categories but also for adults. An example is the aid category 60, which denotes receipt of
Supplemental Security Income (SSI) benefits and aggregates child with adult beneficiaries. Asa
result, Medi-Cal enrollment for all ages must be used in the time-series analyses that require
monthly data. However, MCSS does publish individual-level enrollment information for January of
each year that includes birth date. Thus the month of January data for total enrollees can be
compared with the month of January data for children 0-21 years for insight into how base
population estimates are affected.

Total Medi-Cal enrollment may not be a good proxy for the true CCS base population. To
understand the impact for base population estimates, the month of January data for all enrollees and
for children 0-21 were compared. The results are illustrated in Table 4.1, Trends in CCS
claimants as a percent of Medi-Cal enrolled children 0-21 years and of Medi-Cal enrolled of

33 Aid codes that expired some time during the study period (e.g., aid codes 51 and 52 for IRCA aliens
that expired on 12/31/94) were not excluded from the analyses. The rationale is that such statewide
changes will be accounted for in the estimations that compare groups and counties. It is possible that
these changes (as well as uptake in new eligibility aid codes) could differentially affect specific counties,
and mandatory vs. voluntary/exempt eligible groups and thereby be captured in the carve-out effect
estimations.
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all ages: Selected aid categories and expansion counties. CCS claimants as a percent of the
Medi-Cal counts for all ages and for children 0-21 years are shown for several large aid categories in
several different expansion counties. The rates and the percent changes from year to year are
provided for all beneficiaries and for child beneficiaries in Medi-Cal.>* This table shows that for aid
categories 30 (cash assistance) and 34 (low-income families without cash assistance), total enrollees
and child enrollees show similar trends in rate change from year to year. This was expected because
these aid codes largely include mothers and children. Children comprise 70 to 75 percent of all
Medi-Cal enrollees in aid category 30, and children comprise 60 to 70 percent of all Medi-Cal
enrollees in aid category 34. In contrast, children comprise only 5 to 15 percent of Medi-Cal
enrollees in aid category 60 (SSI). For this SSI-linked aid category, the rates using total enrollment
and the rates using child enrollment diverge. Annual rate changes for the month of January from
1995 to 1998 are +1 percent, -5 percent, +18 percent, and +1 percent for children 0-21 years and are
+15 percent, +5 percent, +25 percent, and +3 percent of the SSI aid category using all ages. SSI
may be a more dynamic eligibility aid category than the other aid categories in which children do not
predominate. Overall, these rates suggest that total Medi-Cal enrollment is an imperfect proxy for
the actual base population.

Identification of Descriptive Information on Counties

Appendix A.3, Socioeconomic characteristics of counties, presents the socioeconomic
characteristics of California counties, grouped by their study status (study counties, managed care
expansion/carve-out comparison counties, and non-managed care counties) with subtotals by study
status group and statewide. Specific characteristics include the total number and percent of children
0-21 years in the baseline year of 1994 and the percent annual change between the years of 1994 and
1997; the percent of children 0-18 years living below the federal poverty level (FPL) with baseline
for 1993 and the percent change between 1993 and 1995; and per capita personal income for the
years 1994, 1995, and 1996.

4.2.3 Analytic Strategy

The purpose of the study is to answer the following questions: (1) whether the carve-out policy
increased the number of child Medi-Cal beneficiaries who are identified as having CCS eligible
medical diagnoses; (2) whether the policy affected the diagnostic composition of CCS program
participants through the new CCS case-finding incentives; and (3) whether the policy caused CCS
expenditures to increase (the "cost-shifting" effect). One primary hypothesis is that the volume of
children with CCS-authorized service claims increases following the carve-out. A second primary
hypothesis is that cost-shifting practices following the carve-out cause CCS expenditures to

34 This table was constructed to illustrate the volume of children 0 to 21 years as a proportion of all
enrollees, using month of January data for years 1994 through 1998, and also to illustrate the children
with a January CCS claim as a percent of all enrollees, in several large aid codes. Two columns (percent
difference in child enrollees, percent difference all enrollees) show the percent change from January of
each year to the following year for children 0 to 21 and adults, respectively.

61




increase. The specific methods by which each of these questions will be examined are described in
detail in the following section.

It is important to note that this study focuses on CCS participation and on CCS-authorized services
in the fee-for-service system. It is not intended to—and cannot—evaluate the impact of the carve-
out policy on the total volume and the types of medical services that child Medi-Cal beneficiaries
receive. This is because services nof captured in the CCS claims data are those that are (1) not billed
to CCS; (2) paid on a fee-for-service basis by Medi-Cal but not authorized by CCS; or (3) provided
and/or covered within a capitated rate.®

Specific Aims and Hypotheses

This section describes the specific aims and hypotheses of the study and outlines the basic
approach to analyzing these questions. The specific analysis plans for these hypotheses are
described in more detail in the following section.

Aim 1 Determine whether the financial incentives of a carve-out policy increase case-
finding of children with Title V-eligible conditions.

When a capitated prepayment system goes into effect with a service carve-out, theoretically this
creates a financial incentive to maximize the proportion of services that can be reimbursed on a fee-
for-service basis, outside the capitated rate. This creates an incentive to refer children with CCS
eligible medical diagnoses to the CCS program. For children who already are identified as having a
CCS qualifying medical diagnosis, the financial incentive would theoretically stimulate providers to
submit claims for medical services provided to the child as CCS-related whenever possible.

Hypothesis 1: The number of children with at least one CCS-authorized Medi-Cal claim
will increase following the carve-out relative to the pre-carve-out period and to the
comparison counties.

The cost-shifting effect is expected to increase total CCS participation. It also is expected on
average to increase the volume of services identified as CCS eligible for any CCS participant. The
combined effect hypothesized is an increased number of children who have at least one CCS
authorized claim in a given time period.

> Only those claims authorized by CCS are available for this analysis. These claims do not reflect all
medical services provided to the children through the Medi-Cal program. Also, encounters for children
when they are enrolled in prepaid health plans are not part of the Medi-Cal claims history for
beneficiaries so even a search for all claims for identified beneficiaries would not produce a complete
claims history. Finally, like all studies based only on claims information (and particularly as a study
based on Medi-Cal for which payment rates are very low and the paperwork involved burdensome),
there can be a difference between what is billed and what is provided.
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Children who have CCS qualifying medical diagnoses and do not receive CCS-related services in a
given time period will not be observed in claims data. The probability of a known eligible child
getting at least one service cannot be compared across the different groups or counties without an
estimate of the denominator, as indicated in Duan et al (1983) and Manning et al (1987). Asa
result, the per-child change in services cannot be measured directly.

Children newly identified as CCS eligible cannot be directly observed in the claims data. An
objective of the analysis is to identify the "excess" number of children identified with CCS
qualifying medical diagnoses due to the carve-out. A potential measure of the carve-out effect
would be the total number of children newly identified to CCS monthly over the course of the study
period. It would be ideal to know the number of children newly identified by CCS as medically
eligible over time, and to compare these numbers over a series of months and years prior to and
following the carve-out. However, the claims data do not permit children to be defined in this way.
Because even a child without previous claims in the analysis file may have been known to CCS, the
number of "new" eligibles cannot be estimated.*® A number of CCS qualifying medical diagnoses
such as seizure disorders, or conditions requiring multiple surgeries as the child grows, have an
episodic nature and are expected to lead to periods of time without claims related to the CCS
condition.

Data do not permit a measure of changes in service use at the individual level to capture the carve-
out effect (e.g., tracking the volume of claims for specific children over the course of the study as a
survival analysis). Their Medi-Cal eligibility is only known for the months in which they have one
or more CCS-authorized claims. The general analytic approach is to use county totals of claimant
activity as the level of the analysis, rather than individual level changes in claim activity.” The total
number of children with one or more CCS authorized claims can be compared between the pre and
post carve-out periods.

To summarize, counts of total CCS claimants are evaluated for the months prior to and following
the carve-out. "CCS claimants" are defined as Medi-Cal beneficiaries with one or more CCS claims
over a certain period of time (e.g., month). The reason for referring to the children grouped in this
way as CCS claimants rather than as all CCS eligibles—or as all children with CCS qualifying
diagnoses known to CCS—is that not every child with a CCS condition will necessarily have one or

36 Additionally, the potential "look-back" period for previous involvement with CCS varies by
beneficiary because there is no claims history available for children who are first identified in the claims
database in early 1994, and nearly four years of claims history available for children who are first
identified in the database in late 1997.

37 The difficulty in distinguishing which beneficiaries are actually “new eligibles” and which beneficiaries
had CCS eligibility in the past followed by a period of no claim activity stems from the fact that
children with no CCS claims in a given period are not observed in the claims data. Typical problems in
estimating program impact for individuals—such as migration effects that cannot be observed from the
claims data—are not a problem when the unit of analysis is claimant volume at the aid category group
or county level with the outcomes of interest thus at the population rather than the individual level.
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more claims in a given month. The term "CCS claimants" captures the relevant outcome because the
research focuses on the number of children identified as CCS eligible who have authorized claims.

Hypothesis 2: Increased case finding will cause a change in the distribution of CCS
diagnoses associated with services.

Prepaid health plans and providers in managed care expansion counties have an incentive in the post
carve-out period to refer children to CCS. This incentive is expected to cause an increase in total
CCS participation in expansion counties relative to non-expansion counties and relative to the pre-
expansion period. The incentive also may cause a shift in the total distribution of CCS medical
diagnoses toward conditions of lower severity or intensity. The increased case finding would be
expected to identify a disproportionate number of lower severity and less costly CCS cases, on
average.

Aim 2 Determine whether carving out specialty services increases total fee-for-service CCS
expenditures and per claimant expenditures.

Hypothesis 3: Expenditures on FFS CCS specialty services will increase in the post-carve-
out period.

The carve-out of CCS services enables providers to shift costs from their prepaid, capitated
arrangements to fee-for-service Medi-Cal. Total fee-for-service expenditures authorized by CCS for
specialty care are expected to increase after the carve-out relative to what they would have been.

Hypothesis 4: The change in the distribution of CCS conditions due to increased case
finding will cause the mean expenditures per CCS claimants to be lower in the post-carve-
out period relative to the pre-carve-out period.

The referral incentive also may cause a shift in the total distribution of CCS medical diagnoses
toward conditions of lower severity or intensity, and/or a shift in the distribution of services
authorized by CCS to those of lower intensity, as measured by average expenditure. If increased
services per known claimant dominates the effect, then mean expenditures per claimant could
increase. However, it is expected that mean expenditures per claimants will decline with an increase
in CCS program participation, and with an increase in a known CCS participant's likelihood of
having a claim in a given month. The “composition” effect may occur in addition to the shifting of
costs from the prepaid to the fee-for-service system that causes an increase in CCS expenditures (a
“prepayment” effect). It is possible that compositional changes may take place with no overall
impact on the distribution of expenditures.

General Approach: A Natural Experiment

A set of “natural experiments” within the state permits comparison of CCS program participation
and expenditures without a carve-out in effect, to CCS program participation and expenditures once
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a carve-out is in effect. Implementation of the carve-out and managed care expansion were
illustrated in Figure 3.8 along with the pre and post periods that will be analyzed by county. The
comparison groups are those illustrated in Figure 3.5, Figure 3.6, and Figure 3.7 (and outlined in
Table 1.1).

The managed care expansion counties are those that are expected to be affected by the carve-out
policy. As illustrated in Table 3.3, the study focuses on twelve (12) Two Plan Model counties and
two (2) COHS counties operating under the carve-out. These 14 counties are a subset of the 20
California counties that are operating some form of expanded, mandatory Medi-Cal managed care
systems (Two Plan Model, COHS, or GMC). Of the other six (6) expansion counties, four (4) are
COHS counties that are not operating under the CCS carve-out policy and also do not contribute
complete CCS authorized claims data (San Mateo, Santa Barbara, Solano, and Napa counties).
These four counties are not included in the analyses. The remaining two (2) counties are operating
the GMC model. One of these counties (Sacramento) has a mixed system with an operational CCS
carve-out for most but not all of the contracting Medi-Cal managed care plans. The other county
(San Diego) has a unique GMC system that was not operational until the end of the study period.
In San Diego, the carve-out was operational in one health plan as of April 1997 but did not become
effective in several other health plans until July 1998 (two plans) or August 1998 (four plans).
Finally, as outlined in Table 3.3, an additional two counties are identified as having managed care
because they are piloting the use of physician case management fees to support a utilization review
function in a fee-for-service/managed care network (FFS/MCN) model.

Within the set of 14 expansion counties, four counties are identified as early implementing counties.
These early implementing managed care expansion/carve-out counties are distinguished from other
expansion counties by the length of observation time available in both the pre and post periods.

The study period of 1994 through 1997 provides two years of post-carve-out data in Orange
County, nearly two years of post-carve-out data in Alameda County and in Santa Cruz County, and
one year of post-carve-out data in Kern County. (Two of the early implementation
counties—Alameda and Kern—each have two “carve-out” dates because they have competing
managed care systems. These dates are four months apart in Alameda and two months apart in
Kern.) The remaining 10 Two Plan model counties complete this group.

There are 36 non-expansion counties in California. Three (3) of these counties are non-expansion
counties with some voluntary participation in Medi-Cal prepaid health plans over the course of the
study period. The other 33 counties are non-expansion counties with no prepaid health plan
participation.

Comparison Groups
In addition to pre and post carve-out comparisons, trends are compared between the mandated and
non-mandated groups to measure the carve-out effect. Medi-Cal beneficiaries in aid categories that

confer mandatory managed care participation comprise the group that is directly exposed to the
carve-out effect. As previously described, managed care with the carve-out is mandatory for the
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largest group of child Medi-Cal beneficiaries. This group includes children who qualify for
Medicaid eligibility based on receiving cash assistance or based on certain categorical eligibility
groups. Other children who are receiving Medicaid due to other eligibility criteria can enroll
voluntarily in prepaid health plans. These beneficiaries include those children who are eligible for
Medicaid based on receiving disability-based cash assistance (i.e., SSI), are in foster care and
receiving Title IV-E payments, and who have share-of-cost (SOC) Medi-Cal eligibility or receive
restricted Medi-Cal benefits, among others. (A categorization of Medi-Cal eligibility aid codes by
mandatory and voluntary managed care status was provided in Appendix A.1).

Non-experimental assignment to mandatory managed care requirement

There are several ways in which the different groups being compared are not experimentally
assigned to the mandatory managed care participation requirement. Different analyses performed
within the natural experiment design are based on comparisons across counties, comparisons across
county models, and comparisons across eligibility aid categories that are pooled into mandatory and
non-mandatory groups. As discussed in Chapter 2 and summarized below, counties in California
were not randomly assigned to a managed care expansion group (e.g., Two Plan Model, COHS,
GMC, non-expansion voluntary managed care, non-expansion with no managed care). Moreover,
the occurrence of implementation delays was not random but instead was associated with county
characteristics—some known and some unknown. Finally, child Medi-Cal beneficiaries are not
assigned randomly to counties (and thus to county model) nor (most importantly) randomly
assigned to a specific Medi-Cal eligibility aid code and thus to a managed care participation group
(mandated, non-mandated, excluded). These different levels of non-experimental
assignment—managed care expansion model to county, children to mandatory managed care
group—are addressed through a combination of model specification and contextual analysis. The
consequences of the non-experimental assignment at these different levels are discussed below and
addressed again in the findings and conclusions of the study.

Non-experimental assignment of counties to managed care models While the study design
takes advantage of the staged implementation of mandatory managed care across counties in
California, and also includes some comparisons between COHS counties and Two Plan model
counties, a critical fact for the analysis is that counties were not assigned to specific managed care
expansion characteristics experimentally. That is, a particular county's status—as defined by scope
of implementation (model design), timing of implementation, length of transition, and managed care
participation rates among those eligible for participation—is the consequence of specific county
characteristics, of events that transpired during implementation, and of SDHS policy decisions and
HCFA interventions both prior to and during the managed care expansion. Neither the selection of
counties to a managed care model, nor the timing of any given county's managed care
implementation, occurred as part of an experimental process.

The first aspect of non-random assignment has to do with what model a given expansion county

implemented. For example, unlike the counties that are implementing the Two Plan Model, Orange
County (which is a COHS model county) had most Medi-Cal services provided within the private
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sector and did not have a public (county) hospital. California also reached a limit on the number of
COHS systems it could implement and thus was constrained in its implementation options for
subsequent expansion counties. These and other relevant factors are discussed more fully in
Chapter 2 and are highlighted again where relevant in the analyses that follow.

The second aspect of non-random assignment has to do with the timing of implementation across
the expansion counties. The expansion counties implemented their managed care systems on
different dates and experienced transition periods (e.g., the stages of partial implementation through
full implementation with operational default of Medi-Cal enrollees into managed care plans) of
different lengths due to factors that are inexorably linked to county characteristics. A number of the
factors associated with the initial implementation date and the length of the transition period can be
identified and elaborated through the documentation associated with HCFA's oversight of the
expansion. They also have been described in several policy reports issued on California's
implementation (GAO 1997; Medi-Cal Community Assistance Project 1997). A review of
published documents on California's implementation identifies several types of factors and events
that affected the timing of implementation (and more specifically, variation in timing across
counties, rather than state-level delays that caused the same effect in all expansion counties). These
include the following: problems with the specific contracting prepaid health plan(s) in a county;
population needs (e.g., primary language other than English or Spanish); and county size.

These factors are complex and thus difficult to characterize and model quantitatively. Further, the
relatively small number of counties being studied limits the degrees of freedom. Several analytic
approaches are taken to recognize and/or to address this non-experimental assignment. First, county
fixed effects are used to represent the expected differences across counties, in models that combine
observations from multiple counties.”® Second, not all analyses combine counties as if they belong
in a common group with the assumption of common experience with the carve-out. Finally, the
qualitative interviews across counties (discussed later in this section) are used to characterize some
of the potential differences that may have affected response or impact of the carve-out, as identified
by CCS staff, so that at minimum the findings of the analyses can be placed in context and the
appropriate caveats outlined.

Non-experimental assignment of child Medi-Cal beneficiaries to aid codes and to managed
care requirements Some of the analyses pool beneficiaries in different Medi-Cal aid codes into
the mandated and non-mandated/excluded groups to compare the change in relevant outcomes (e.g.,
claimant volume, expenditures) observed in mandated groups to the change observed in the
voluntary/excluded groups. The Medi-Cal program has many classifications of eligibility that differ
widely in terms of the reason for eligibility (e.g., receipt of cash assistance, receipt of cash assistance

3% As discussed in Chapter 2, California counties are each assigned to one of seven Medi-Cal field offices.
If policies and procedures vary by Medi-Cal field office in a way that affects program outcomes, then
this is another source of systematic variation. Each of the seven Medi-Cal field offices is responsible
for at least one of the managed care expansion counties. Each of the seven Medi-Cal field offices also
has responsibility for at least one of the 36 non-expansion counties.
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for disability, poverty, foster care status, medical need). These eligibility classifications are not
randomly assigned to the Medi-Cal managed care requirements. In fact, Medi-Cal eligibility aid
categories were purposefully selected for managed care participation (and thus for "non-
participation” or exclusion) based on a set of explicit criteria. These criteria include eligibility for
full scope Medi-Cal (i.e., no restrictions on the benefits conferred to the beneficiary); no cost-
sharing requirements (i.e., Medi-Cal eligibility is only conferred for the month if specified medical
expenditure threshold has been reached by the family/by the child); and a reason for receiving Medi-
Cal that is not linked to receiving federal payments based on foster care status, or to receipt of cash
assistance related to a disability (i.e., SSI).*

Several approaches are taken to address this non-experimental assignment. These approaches,
which all are discussed below, include the difference-in-differences approach and the association
between a continuous measure of managed care participation and the outcomes of CCS expenditures
and program participation.

Selection of a comparison group

An important question was whether the 36 non-expansion counties were an appropriate comparison
group for the expansion counties. The purpose of the comparison group is to show whether any
post carve-out trend was actually part of a common time trend. If the comparison group has a
different time trend throughout the study period, then it is less useful in identifying a carve-out
effect. Because SDHS selected counties purposefully for expansion based on county characteristics,
the smaller counties may not represent what would have occurred in the expansion counties, absent
the carve-out policy.

Several comparison groups were considered as alternatives to the full complement of 36 non-
expansion counties.** A subgroup of counties was sought with greatest possible equivalence to the
expansion counties on proxies for health system characteristics (e.g., urbanicity, population size).
A subset of non-expansion counties that is most appealing conceptually is the eight non-expansion
counties that operate independent CCS programs. This implicitly includes size, and all expansion
counties also operate CCS programs. The urban-rural continuum (U.S. Department of Agriculture
2000) rates counties on a scale of 0 to 9 based on degree of urbanization (presence of large urban
center), being physically adjacent to a metropolitan county, and contribution to the metropolitan

3% As cited in a GAO report (1995), SDHS targeted beneficiaries in AFDC and AFDC-related aid codes to
increase health care access to the largest number of beneficiaries possible, and expected to identify ways
of implementing managed care for other Medi-Cal beneficiaries through special projects.

0 The eight non-expansion independent CCS program counties are Butte, Humboldt, Marin,
Mendocino, Merced, Monterey, San Luis Obispo, and Ventura. The six non-expansion matched urban
continuum counties are El Dorado, Madera, Marin, Monterey, Ventura, and Yolo. The eleven counties
in both of these groups are Butte, El Dorado, Humboldt, Madera, Marin, Mendocino, Merced, Monterey,
San Luis Obispo, Ventura, and Humboldt.
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county’s labor force.* The Two Plan expansion counties have urban-rural continuum scores
ranging from 0 (having a metropolitan area with over one million people, such as Los Angeles) to 2
(such as Kern). Six of the 36 non-expansion counties have scores in this range.

Presence of a common pre-carve-out time trend for the expansion counties and comparison group
was examined empirically. A linear regression of claimant volume using the final specification
included year interaction terms to show whether the expansion (Two Plan, COHS) and comparison
counties had a common time trend in the pre carve-out years of 1994/95. For each possible
subgroup, if the interactions were not jointly significant, then it was assumed that the lack of time
trend difference in 1994 and 1995 would have continued throughout the study period, in the absence
of the carve-out. This depends on being able to detect significant differences using the year
interaction terms.

Each of these three groups was used (in addition to the initial comparison group of 36 counties) to
test for a pre-carve-out time trend in claimant volume. Regression results are provided in Appendix
C. A significant coefficient for the 1995*non-expansion county interaction term in the mandatory
group (-0.18, t=1.93) suggested that in fact, the 36 counties experienced a different time trend than
the Two Plan counties during 1994-1995. (Three year interaction terms using the four six-month
intervals in 1994 and 1995 were jointly significant for the mandatory group (F(3,47)=3.0, p=0.04)
and for the non-mandatory group (F(3,47)=2.3, p=0.09)). The six counties matched by urban
continuum scores suggested a possible difference in 1994/1995 time trend relative to the Two Plan
counties (-0.19, t=1.65 for the mandatory group and 0.08, t=1.16 for the non-mandatory group).
Year interactions were not significant for the 8 independent counties (-0.03, t=0.33 for the
mandatory group; 0.01, t=0.11 for the non-mandatory group). This held for both the mandatory
and the non-mandatory groups. Several specifications of the multivariate model were used to test
this (using year interactions, and using semester interactions). Thus it appeared that the 8
independent counties were a reasonable comparison group for claimant volume in the Two Plan
counties. A final consideration was the loss of observations and consequence for precision in
estimating coefficients. Thus another group of 11 comparison counties was created with the 8
independent counties and the 6 counties with an urban-rural continuum score that matched the range
found for the Two Plan counties. The hypothesis of a different time trend for the expansion and the
11 non-expansion counties was tested and rejected. Coefficients for year interactions were —0.11,
t=1.11 (mandatory group) and 0.02, t=0.22 (non-mandatory group) for claimant volume. A1994-95
time trend difference for expenditures was suggested but was not significant (-0.23, t=1.08 for the
mandatory group and 0.11, t=0.831 for the non-mandatory group).

1 Specific criteria used to classify counties are based on a 1993 Office of Management and Budget
(OMB) definition, and include having at least 2 percent of the employed labor force commute to the
metropolitan area. An alternative measure of metropolitan status—urban influence codes, which are
based on population size of the cities within the county—would have added Shasta and Sutter counties,
and would not have included Humboldt County.
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Modeling the Policy Change

The study evaluates caseload volume and expenditures over time. Some comparisons distinguish
between two time periods. The pre carve-out period is defined as those months prior to any
participation in the expansion managed care plans operating under a CCS carve-out. The post carve-
out period is defined as those months in which one or more of the managed care plans were
operational in a county. A transition period just prior to and following the carve-out could be
examined separately to investigate whether there may be anticipatory effects and/or or a post-carve-
out learning curve that dampens the initial response in the counties.

Descriptive analysis The first set of analyses are descriptive in nature. Trends in program
participation (as represented by total claimants) and expenditures are compared between expansion
counties and non-expansion counties. First, monthly differences in program participation and
expenditures are evaluated for each expansion county and for the comparison counties. Second,
selected outcomes for each of the carve-out counties and for the comparison counties are derived for
the pre carve-out period, and the post carve-out periods between 1994 and 1997. The pre-post
differences in the mean values also are tabulated. Caseload characteristics in the carve-out and
comparison counties are compared, including diagnosis characteristics of children with CCS
authorized services, and caseload size. Tabulations also are provided of changes in total
expenditures and expenditures by service category.

Difference-in-differences estimation of the carve-out effect A pre-post evaluation design has
limitations in this study. Health system changes occurring over the four year study period could
cause changes in costs and utilization that should not be attributed to the policy effect of interest.
Control variables representing such changes are difficult to define and operationalize. Moreover, use
of multiple control variables also absorbs degrees of freedom in the multivariate regression models.
Consequently the preferred approach where possible is to employ a comparison group that is
affected by similar time trends as the expansion counties, but unaffected by the carve-out policy.

A difference-in-differences model is one way to estimate the effect of the carve-out on CCS
claimants and on fee-for-service CCS expenditures. This estimation approach controls for common
statewide trends that could lead to changes in program participation or expenditures during the time
period under study. The difference in these outcomes over time in counties that have not
implemented the carve-out is used to control for statewide, time series trends that affect the CCS
outcomes. For example, changes in health care technology and in practice patterns unrelated to the
carve-out policy—such as substitution of outpatient care for inpatient care/hospitalizations—could
certainly affect expenditures over time across the state. When aid codes are pooled into mandatory
and non-mandatory categories for comparison, CCS program changes that affect both groups are
differenced away. Assuming that there are no other significant exogenous shocks occurring
simultaneously with the managed care expansion/carve-out, this approach results in a difference-in-
differences estimate that captures the effect of the carve-out.
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Table 4.2, Difference-in-differences estimates of carve-out effect, illustrates a difference-in-
differences model for the effect of the carve-out policy on study outcomes (in a table format used in
Rogowski, Karoly, Klerman et al 1998). This model is applicable to all of the study outcomes (e.g.,
monthly claimants, monthly expenditures). For example, a model to examine changes in monthly
claimants includes the following variables. B, measures the mean CCS claimant volume in the

comparison counties prior to the carve-out policy implementation. B, + B; measures the mean in the
expansion counties prior to the carve-out, and thus B, represents the baseline (pre carve-out policy)

difference between the comparison and the expansion counties. The pre-post difference in mean
claimant volume for the comparison counties is represented by B,, which captures the effect on

costs and enrollment from technology change and other long-term trends. The pre-post difference in
mean claimants for the expansion counties is represented by 3, + B3 (capturing the pre-post

difference that occurs across all counties as well as the unique difference attributable to the carve-out
policy, B;). The carve-out effect is thus represented by the difference-in-differences estimator, {3;.

Table 4.2 — Difference-in-differences estimates of carve-out effect

Pre Carve-out Policy Post Carve-out Policy Difference
Comparison Bo Bo + B> B2
counties (pre-post in comparison
counties)
Carve-out/ . Bo + By Bot+ B+ Bt Bs B+ Bs
expansion counties (pre-post in expansion
counties)
Difference B. B:+B; Bs
(difference at baseline) (difference at baseline (difference-in-
plus policy effect) difference estimator)

Time trend variables can be included in the model specification to represent changes over time in
eligibility, in authorization protocols, or in other features applicable to all beneficiaries in the
specifications. In general, trends over time that are common to all groups being compared—such as
in mandatory and non-mandatory Medi-Cal managed care participation groups, and in managed care
expansion and non-expansion counties—would be expected to be differenced out of the DD
model.*? In summary, the difference-in-differences estimator captures the difference between the
counties that have not implemented the carve-out and the counties that have implemented the carve-
out. Each measure (coefficient) and the significance of the combined measures (coefficients) can be

#2 1t is possible, however, that such changes have a greater impact on certain beneficiaries more than
on others, and if these beneficiaries tend to cluster in the mandatory or non-mandatory groups, then
these changes could be captured inadvertently in the carve-out estimator.
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tested to determine whether they are significantly different from zero, and whether the signs of the
coefficients are in the hypothesized direction.

An advantage of the difference-in-differences approach is that it directly compares pre and post
means of the outcome variable, adjusting for other covariates. This approach is appealing because it
treats the impact of the carve-out policy as an exogenous shock. The new financial incentives,
physician referral practices, and Medi-Cal and CCS protocol changes that may result from the
policy are treated as effective as of the carve-out date. A specification using a single post carve-out
indicator variable captures the likely impact in COHS counties, which enrolled nearly 100 percent of
mandatory group eligibles into managed care within a short time period.

The later months of post-carve-out period may represent a more "steady state" experience with the
carve-out policy, however.* The comparison of means provided by the difference-in-differences
specification does not account for the carve-out as occurring within a staged, gradual
implementation. Alternatively, a set of dummy variables could be used to capture the effect of the
carve-out, using time since implementation or other criteria to distinguish hypothesized start-up and
steady state periods. The rationale for this specification is that in most managed care expansion
counties, managed care participation increased gradually. In contrast, the single pre-post difference-
in-differences estimates treat a group of claimants or beneficiaries as "exposed" to the particular
condition as of a given date. Multiple county and time period interaction terms would be required
to capture a gradual change within a DD framework. The approach of using multiple sets of dummy
variables has the advantage of accommodating stages and not assuming linearity in policy impact,
but it also consumes more degrees of freedom than the simpler pre-post set of comparisons used in
the DD model. It also requires assumptions about what specific time periods are meaningful for
different stages of the carve-out effect.** The growth rate in MCP participation ("uptake") in
expansion counties was not only gradual but also varied from county to county.

There is a rationale for estimating carve-out impact separately for an initial and later phase of
implementation. Because of the way that managed care implementation proceeded in the Two Plan
counties, the Post period for these counties can be seen as composed of two phases, rather than one.
The first few months after enrollment in any Medi-Cal managed care plan was permitted comprises
the first period—during this period of voluntary managed care participation, one plan was
operational and the second plan was not. Among the Two Plan counties, the first phase ranged
from 1 month to 16 months in the study period, with mean of 7 months. The second phase includes
all subsequent months during which both plans were operational and the default process (i.e.,

* Another issue with the pre-post comparison approach is that the counties implemented their
mandatory managed care systems at different times during the study period of 1994 to 1997. The
calendar months used to define pre and post periods are not the same for each county.

* The use of time trend control variables in the difference-in-differences approach also may introduce
difficulty in interpreting the results because each variable operates as an intercept-shift. Depending on
the timing of a county's managed care expansion, the time trend variables might capture or distort the
difference-in-differences estimators (as county-specific dummy variables).
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automatic assignment to a health plan, absent a choice by the beneficiary) was in place for any
beneficiaries who did not select a health plan.

If a dummy indicator for the second phase is significant in a multivariate analysis of the Two Plan
counties, but an indicator for the first phase indicator is not, this suggests that the carve-out effect
was concentrated in the default (mandatory) period when both plans were operational.

Model with continuous measure of the carve-out effect An alternate specification to the
difference-in-differences , and to the use of one or more intercept shifts, is to use a continuous
measure of managed care participation to capture the carve-out effect. A measure of percent
participation in the managed care plans does characterize the gradual increase in participation, and
the differences in rate of participation increase, that take place across the expansion counties.
Modeling the carve-out policy change using the "uptake"—or participation in the new managed care
systems as they are implemented—over time after the carve-out also recognizes that full
participation in managed care was achieved in few counties during the study period. The rates of
managed care participation among beneficiaries in the mandatory aid codes, as of January 1998, are
illustrated by county in Figure 4.3, Percent of Medi-Cal beneficiaries 0-21 years enrolled in
managed care, January 1998—By mandatory group status and expansion county. Specific
reasons for conceptualizing the carve-out as having a continuous effect are provided in the
paragraphs that follow.
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Figure 4.3 — Percent of Medi-Cal beneficiaries 0-21 years enrolled in managed care,
January 1998—By mandatory group status and expansion county
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First, new Medi-Cal beneficiaries who are mandated to participate in managed care may not
immediately enroll. This can occur because they have just become Medi-Cal eligible and have not
yet selected a health plan. Statewide estimates of new Medi-Cal eligibles as a percentage of all
Medi-Cal eligibles illustrate this point (1998 Managed Care Statistical Report). Between 1994 and
1996, approximately 2.5 percent of monthly Medi-Cal beneficiaries were new eligibles (mean
monthly estimates were 2.5 percent in 1994 and 2.4 percent in 1996. Mean monthly estimates of
new eligibles were slightly lower for Medi-Cal beneficiaries in the AFDC-related cash assistance

group of aid categories, and ranged from 2.4 percent of all beneficiaries in 1994 to 2.0 percent in
1996.%

Second, the Two Plan expansion counties are still operating large FFS Medi-Cal systems because
not all Medi-Cal beneficiaries are required to participate in managed care (MCSS 1999). Thus there
is a service system in Two Plan counties that those who do not select a health plan can access

** The methodology is as follows. MCSS calculated a denominator as all "eligibles" (the term used by
MCSS to described enrollees) for the months of February, May, August, and November for each calendar
year. Those who were eligibles for these months and who were ineligible in the previous 6 month period
make up the population of "new" Medi-Cal enrollees for each of the months, and represent the
numerator. '
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during the assignment process. (In contrast, almost all Medi-Cal beneficiaries in the COHS counties
are in a mandatory participation group).

Third, some individuals receive retrospective Medi-Cal eligibility. As illustrated in Figure 4.2, a
number of individuals become Medi-Cal eligible retrospectively (i.e., in one or more months
following the index month). Examples of individuals who receive retrospective Medi-Cal eligibility
could include individuals who submit Medi-Cal applications after incurring medical costs, newborns,
and those with share-of-cost Medi-Cal. As Figure 4.2 indicates, using eligibility based on data five
months after an index month identifies a significant number of enrollees who were not identified as
eligible in the index month. For the AFDC/cash grant aid categories, for example, the total eligible
count increased by several percentage points between the index month and one or two months later.
Retrospective months of Medi-Cal eligibility for an individual cannot be assigned to a prepaid health
plan and instead are handled on a FFS basis. These months of eligibility are counted when managed
care participation rates are calculated. Individuals who were conferred with eligibility
retrospectively cannot be identified as such from the enroliment or claims data.

Fourth, the managed care implementation process in a county takes time. Los Angeles County has
over one million Medi-Cal beneficiaries mandated to participate in managed care. The full Medi-Cal
population in mandatory aid categories was not moved immediately into managed care arrangements.
In the Two Plan model counties, the default process—in which beneficiaries who do not select a
prepaid health plan are auto-assigned—begins only when all plans are operational. Until that time,
beneficiaries can request the fee-for-service option when notified of the managed care requirement.
Monthly rates of managed care participation during the transition period are provided in Figure 4.4,
Percent participation in post carve-out managed care in COHS and Two Plan counties, 1996-
97—Mandatory managed care group, and in Figure 4.5, Percent participation in post carve-
out managed care in Two Plan counties, 1996-97—Non-mandatory managed care group.

Another reason for incomplete managed care participation among the mandatory group is due to the
medical exemption option. Medi-Cal beneficiaries are permitted to request exemptions from
mandatory participation if their primary care physician states that there is an ongoing treatment
plan between the physician and the patient, and that the physician does not participate in Medi-Cal
managed care. Children with CCS-eligible conditions are not specifically identified as a group for
which exemptions are possible. They are likely to comprise a small proportion if any. An
individual would require an existing relationship with a provider outside of health plan networks to
qualify for the exemption. As participation in health plans increased, the number of individuals who
would be able to meet this exemption criterion would likely drop. Also the carve-out preserves
CCS eligible children's access to FFS through CCS, and thus the likelihood that being under the care
of a non-network provider would affect their treatment plan would be relatively low. Figures
provided by Medi-Cal indicate that the total number of beneficiaries who requested exemptions
from the managed care requirement is actually relatively small during the study period. Total
monthly exemptions granted for October 1997 through March 1998 are illustrated in Table 4.3,
Medical exemptions from mandatory managed care enrollment granted by SDHS, by Two
Plan Model County—October 1997 through March 1998, for the Two Plan Models that had
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fully implemented by that time. (Exemptions are not needed in counties with partial
implementation because participation is not mandatory until full implementation is achieved).*®
Thus Medi-Cal enrollees in the mandatory managed care aid categories who have been granted
exemptions by SDHS (as of the end of the study period) represent a very small proportion of
beneficiaries in those aid categories.

A final reason for using percent MCP participation as the carve-out measure is to account for the
"cross-over" effects. That is, not all mandatory eligibles participate in managed care. At the same
time, some voluntary eligibles do participate in managed care. The substantial differences by county
in participation rates at a point in time at the end of the study period were illustrated in Figure
4.3.7 As discussed in this section, these differences are the result of contributing factors that
include postponed mandatory enrollment/default; retrospectively conferred Medi-Cal eligibility; and
extended transition periods in the larger counties.

%S The publicly available data are limited to total counts by county and month and are not stratified by
eligibility aid code, by age, or by the specific reason for exemption.

7 Additional reasons for incomplete managed care penetration have been identified from SDHS
publications. These include the beneficiary having Medi-Cal in addition to commercial health insurance
(Kaiser, or some prepaid health plan/HMO for example) that excludes them from enrolling in a Medi-
Cal managed care plan, and the beneficiary living in an exempted zip code.
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Table 4.3 — Medical exemptions from mandatory managed care enrollment granted by SDHS, by
Two Plan county—October 1997 through March 1998

County Total medical exemptions granted

Oct 1997 | Nov 1997 | Dec 1997 | Jan 1998 | Feb 1998 | Mar 1998

Alameda
Alameda Alliance 3 3 6 5 5 3
Blue Cross of California 4 6 4 1 1 2

Contra Costa®

Contra Costa Health Plan 6 17 5 5 8 8
Health Net/Blue Cross 3 7 0 0 0 0
Fresno °
Blue Cross of California 5 4 1 2 0 1
Health Net 1 1 1 1 0 0
Kern
Kern Family Care 3 2 3 0 1 1
Blue Cross of California 0 1 0 0 1
Los Angeles
L.A. Care 5 4 5 154 263 618
Health Net 1 4 7 20 18 79
Riverside Enrollment not yet mandatory
San Bernardino Enrollment not yet mandatory
San Francisco
San Francisco Health Plan 1 5 2 6 1 1
Blue Cross of California 1 1 2 1 1 1
San Joaquin
Health Plan of San Joaquin 4 5 1 1 4 1
Omni Health Care, Inc. 1 0 3 0 1

Santa Clara
Santa Clara Family Health 2 1 3 2 4 0

Blue Cross of California 1 1 1 0 1 2
Stanislaus

Blue Cross of California 0 7 5 2 3 0

Omni Health Care, Inc. 1 4 2 3 3 0
Tulare Enrollment not yet mandatory

* The CP in Contra Costa was switched from HealthNet to Blue Cross of California in 1998.

® No Local Initiative was developed in Fresno, and thus the county has two operating CPs.

Data from SDHS MMCD (from Maximus' MO2 Monthly Enrollment Summary Detail and M29 Medical
Exemptions Summary reports)
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Figure 4.4 — Percent participation in post carve-out managed care in COHS and Two Plan
counties, 1996-97—Mandatory managed care group
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In summary, there are several reasons that not all beneficiaries in a mandatory group are actually
directly subjected to the carve-out policy. At the same time, some beneficiaries in the voluntary
group may actually enroll in managed care plans. The difference-in-differences models treat
individuals as "exposed" to the carve-out effect if they are in the mandatory managed care
participation group, in an expansion county. They are treated as unexposed if they are in a
voluntary/exempt group. The DD models consider those in mandatory managed care aid categories
as in an "intent to treat" group, given that managed care participation cannot be identified at the
individual level from data available for this study. The measure of percent managed care
participation does not extend this "intent-to-treat" to individuals.

The MCP participation variable that is used makes a different assumption. The specification of
percent participation in managed care assumes linearity in the effect. It is possible that those who
participated in managed care when the carve-out first took effect are different from later participants
in ways that are related to likelihood of having a CCS eligible diagnosis. For this reason or other
reasons stemming from physician and health plan awareness and referral practices, the assumption
of linearity may not fit the carve-out experience exactly. Unfortunately, there is no way of

78




characterizing early participants relative to later participants without individual-level participation
data. There is no specific evidence for an alternate, improved specification.

Figure 4.5 — Percent participation in post carve-out managed care in Two Plan counties,
1996-97—Non-mandatory managed care group
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Multivariate Regression Models

Ordinary least squares (OLS) regression is used to define the impact of the carve-out on
expenditures and program participation, controlling for the effects of Medi-Cal enrollment changes
and other covariates. A log transformation was performed on dependent variables of expenditures
and program participation, and on independent variables of managed care participation rates, for a
more normal distribution of residuals. The logarithm of expenditures is particularly important
because it is influenced less by a small number of large observations. The skewed distribution of
expenditures for monthly claimants in Alameda County is illustrative. Mean monthly values in the
mandatory group show an untransformed mean of $406 per claimant, with median per claimant
expenditure of $272 and 95™ percentile expenditure of $33,386. A set of pre-post specifications
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evaluate the changes separately for mandatory and non-mandatory groups, and separately for the
individual expansion counties. A set of specifications that combines mandatory and non-mandatory
groups is described below.

Difference-in-differences models In the difference-in-differences models, the regression
approach provides for a model with interaction terms to estimate the effect of the carve-out. A
similar model is elaborated in Gruber (1994). The unit of analysis is observations of the mandatory
or voluntary managed care group, by county and time period.

The regression model is of the form:

(OUTCOME) = (e<,Z) + (<,POST) + (e<3AFFECT) + (o<4,POST*AFFECT)
+ (<sCOUNTY) + (<TIME)
where

OUTCOME is the specific outcome (CCS claimants, CCS expenditures) for the county
and eligibility group, for a specified time period (e.g., month)

Z is a set of variables (e.g., total Medi-Cal enrollment, percent PHP
participation) for the counties

POST is equal to one for observations following the carve-out, and zero if otherwise

o<y is a time invariant, fixed effect of membership in the affected (i.e., mandated)
aid codes (AFFECT)

ocy is the change in the affected (mandatory) aid codes relative to the non-
mandatory aid codes in the post carve-out period

ocs is the time invariant, fixed effect of the county

ocg is the effect of time trend (e.g., year, season/quarter)

The rationale for and specifications of the independent variables are provided in the following
sections. Fixed (time invariant) effects for the counties control for unknown, time invariant
differences in characteristics that influence the outcome of interest. A dummy variable takes on a
value of one for the post carve-out period and has value of zero in the pre-carve-out period. The
effect of the carve-out is represented by the coefficient for the interaction term of post carve-out

and affected group—whether it is significantly different from zero and whether its sign is positive or
negative.

Continuous measure of carve-out effect models In the models that use percent participation in
managed care to predict changes in the CCS outcome variables, the unit of analysis and covariates
are similar to those in the difference-in-differences models. Log transformations of expenditures and
program participation are used.

The specification builds on the regime shift variable so that the continuous MCP variable provides

an effect estimate that is conditional on being in the post carve-out regime. Leaving linear (or
transforming if necessary) the MCP variable, after adding the intercept shift, provides a better
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representation of what took place by recognizing that the zero values are part of a different regime.
This specification included an intercept shift in addition to the continuous MCP variable for each
carve-out phase.

An optimal specification was sought for the continuous MCP variable, which has values of zero for
all counties during the first two years of observations. The elasticities for this variable using log of
claimant volume as the dependent variable, and either the untransformed percentage point variable or
the log of MCP percentage plus one were comparable. However, adding other constants (e.g., 0.1,
0.01) produced different results, due to the large volume of zero values.

Residuals using linear and the log transformation generally did not suggest a particular
transformation for either the mandatory or non-mandatory group results. OLS was used to compare
R-square among specifications that used different power transformations of the MCP term (the
particular specification used a regime change indicator), and using log dependent and log Medi-Cal
enrollment. For the mandatory group, the linear MCP term produced the highest R-square although
there was little change from lambda of 1 (semi-log) to lambda of 0 (which would have suggested log-
log.

The regression model is of the form:
(OUTCOME) = (o¢,Z) + (<,POST) + (0<3MCP) + (o<,COUNTY) + (o<sTIME)
where

OUTCOME is the specific outcome (CCS claimants, CCS expenditures) for the county
and eligibility group, for a specified time period (e.g., month)

VA is a set of variables (e.g., total Medi-Cal enrollment, percent PHP
participation) for the counties

POST is equal to one for observations following the carve-out, and zero if otherwise

MCP is the percent participation in managed care plans operating under the carve-
out (by definition, equal to zero prior to the carve-out), plus one

oy is the percent change in the CCS outcome based on a one percent change in
managed care participation

ocy is the time invariant, fixed effect of the county

ocs is the effect of time trend (e.g., year, season/quarter)

Measures of Key Variables

Outcome variables include CCS program participation, total participants within a diagnostic
category, and CCS expenditures. A flexible function form was tested to find the best-fitting
transformation of the dependent variable. Box-Cox transformation of the dependent variable of
claimant volume generally produced lambda=0.15 and thus suggested a log transformation.
Independent variables include Medi-Cal enrollment, managed care participation, and PHP
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participation. Specification of the independent covariates is described below along with
measurement issues and limitations.

Medi-Cal enrollment trends The multivariate models account for the changes to Medi-Cal
enrollment over the study period, as well as the impact of any eligibility changes to the Medi-Cal
program that take place. Changes in Medi-Cal enrollment signify a change to the base population
from which children with CCS qualifying medical diagnoses are drawn. It would be misleading to
attribute changes in CCS program participation to a policy change when in fact Medi-Cal
enrollment—particularly for children—is dynamic. Population growth in California is one factor
contributing to a different Medi-Cal population base. The study period of 1994 through 1997 also
overlaps with significant flux in Medi-Cal enroliment for children, due to a combination of economic
changes, eligibility expansions, and possibly anticipatory effects of welfare reform. A brief
summary of these major trends follows.

Improved economic conditions over the study period constitute one exogenous change to Medi-Cal
enrollment. Appendix A.3 illustrates the trend toward fewer children in families living below the
federal poverty level (FPL) in the early part of the study period, by county. Second, during the
early 1990s, there was a de-linking of Medicaid from cash assistance recipient status that was
expected to increase children's enrollment. It might be expected that gradual uptake of de-linked
eligibility would increase the base population of potentially CCS eligible children. Finally, the
Personal Responsibility and Work Opportunity Reconciliation Act of August 1996 tightened SSI
eligibility criteria for children and also created time limits for families receiving AFDC cash
assistance, or Temporary Assistance to Needy Families (TANF). Therefore, some loss of Medicaid
eligibility could be observed towards the end of the study period.

Another figure shows annual trends in Medi-Cal enrollment for children. Appendix A.4, Medi-Cal
enrollment characteristics of California counties, 1994-1997, presents Medi-Cal participation
with subtotals by study status group. Specific characteristics include the percent of children 0-21
years enrolled in Medi-Cal, total child Medi-Cal enrollment, children 0-21 as a proportion of Medi-
Cal enrollees in January of 1994 and 1997, and annual estimates of Medi-Cal enrollees as a
proportion of the county population. For most counties, Medi-Cal enrollees increased as a
proportion of the county population between 1994 and 1995 and then declined in 1996 and in 1997.

If TANF and economic trends affect children's enrollment in Medi-Cal, there may be aid category
"switching" during the study period. For example, with TANF changes, children may move from the
former AFDC-linked aid categories to non-cash poverty aid categories or to medically needy aid
categories. Some but not all of such medically needy aid categories would confer share-of-cost
requirements. Some of these transitions (e.g., to share-of-cost) also would move the child from a
mandatory to a non-mandatory managed care status. This implies compositional changes within the
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comparison groups.48 A recently published analysis of Medi-Cal enrollment trends for children
using data from the mid-study period (1995) illustrates the types of eligibility switches taking place
(Ellwood & Lewis 1999). Comparison of these findings with California's managed care requirements
for the Medi-Cal program reveals that most eligibility switches identified in the study are to aid
categories within the same managed care status group.

It is possible that the total number of children with CCS qualifying medical diagnoses—whether
identified/known to the CCS program or not—is relatively inelastic with respect to the enrollment
changes observed for Medi-Cal beneficiaries (the base population). This is because those children
who come onto the Medi-Cal rolls or drop from the rolls with slight economic changes similarly are
less likely to have chronic conditions than those children who remain on the rolls. Children with
CCS conditions may be less likely than other Medicaid beneficiaries to lose eligibility because their
families and providers are likely to be motivated to sustain their eligibility whenever possible.
However, total Medi-Cal enrollment is the best estimate available of the base population.

Participation in Medi-Cal managed care prior to the expansion It is important to account
for the rates of participation in prepaid health plans during the study period. This includes pre-
expansion and transition periods in expansion counties, and the full study period for non-expansion

counties.

In those counties with PCCMs and/or PHPs, the PCCMs generally were not at risk for specialty
services—those that might be related to a CCS diagnosis as well as those related to other diagnoses.49

48 The Urban Institute study of Medi-Cal enrollment of children (using CY 1995 SMRF HCFA files)
profiled the Medicaid enrollment outcomes of a cohort of 268,897 children (0 to 18 years) losing
AFDC coverage from February through July 1995 (Ellwood & Lewis 1999). The following table
illustrates the eligibility aid codes to which these children moved (if at all) and the mandatory managed
care status (M denotes mandatory; NM denotes non-mandatory) applicable to these categories in
expansion counties. For this period, the findings illustrate that most eligibility switches are to aid codes
within the same managed care status group. If Two Plan Model county managed care criteria are used,
this includes at least 90 percent of those who lost eligibility and were Medi-Cal eligible again in one
month, and 72 percent of those who were eligible in six months.

Medicaid status Month Month Two Plan managed COHS managed care

1 (%) 6 (%) care requirement requirement

Medicaid enrollment group

Transitional 7.7 5.3 M M
Edwards vs. Kizer transitional 61.0 7.2 M M
Poverty related 0.3 1.4 M M
Medically needy 4.0 9.4 M/NM M
Other non-cash 2.5 3.0 M/NM M/NM
SSI 1.3 1.4 NM M
AFDC cash 0.0 21.3 M M
Not enrolled in Medicaid 23.1 51.0 --- -

Source: Adapted from Ellwood & Lewis, 1999

49 PCCMs are capitated for a set or primary care services including outpatient physician services
(capitated in all contracts) and—depending on the PCCM contract—obstetrics, pathology/laboratory,
pharmacy, radiology, vision care, speech therapy, audiology, occupational therapy, and physical
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Thus PCCM participation can be treated in the analyses as similar to the FFS option.’® In contrast,
as noted in an earlier chapter, PHPs in the pre carve-out period generally were at financial risk for all
Medi-Cal services, including services related to a CCS qualifying medical diagnosis.

Pre carve-out PHP participation can affect the estimation of carve-out impact because the base
population in the pre expansion/carve-out period in counties is not necessarily the same as the base
population in the post carve-out period with such PHP contracts. The composition of the pre carve-
out group in counties with these PHP contracts also is not necessarily comparable to the other
counties.”' ** Children who receive CCS-related services provided within the scope of the PHP
contracts are not observed. To the extent that children with CCS qualifying medical diagnoses were
enrolled in PHPs, Medi-Cal claims would only be observed for such children in these counties' post
carve-out periods.® Enrollment in CCS-include prepaid health plans would have the effect of
reducing the number of children and the volume and total costs of claims in the pre-carve-out period
because the health plans were financially responsible for these services. There is reason to think that
the magnitude of the carve-out effect would be associated with the percent participation in prepaid
health plans before the carve-out. If children with CCS diagnoses were in these PHPs prior to the
carve-out, then a carve-out effect estimated without consideration of the PHP participation would

therapy. Non-capitated services are on a FFS basis once authorized by the assigned case manager, with
the exception of emergency services (HCFA 1993). The capitation is 95 percent of the FFS equivalent
with any cost saving to the State on noncapitated services shared with the PCCM (SDHS Jan. 1993).

*% 1t is possible to test for PCCM effects in a set of models, however, by distinguishing PCCM
enrollment from FFS enrollment.

*! Some counties with such PHPs had relatively low participation rates, and thus in those counties it is
likely that only a small number of children with CCS eligibility were enrolled in these PHPs prior to the
managed care expansion/carve-out implementation. For example, an Alameda County PHP (Kaiser)
had a total enrollment in the month prior to the Alameda County implementation date of 1,559 Medi-
Cal beneficiaries. This is fewer than one percent of Medi-Cal beneficiaries. Assuming that prevalence
of children with CCS-eligible conditions in the PHP and fee-for-service populations is similar,
approximately 24 CCS enrollees would be expected in the PHP (Kaiser’s maximum Medi-Cal enrollment
prior to 1996 was 2,600 enrollees, with a corresponding CCS enrollee estimate of 39).

*? A number of studies show that individuals with chronic illness are less likely to enroll in and more
likely to disenroll from PHPs than the general population (Hellinger 1995; Leibowitz, Buchanan, Mann
1992), in part because PHPs tend to restrict enrollees’ choice of providers, and this makes PHP
enrollment less attractive to those who need ongoing specialty care (Ellis & McGuire 1987; Eggers &
Prihoda 1982; Berki & Ashcraft 1980). In a retrospective study of enrollment behavior, compared to
children eligible for Medicaid through cash assistance (52.1 percent of whom enrolled in PHPs), children
were less likely to enroll in PHPs if they were receiving SSI (24.1 percent enrolled, odds ratio 0.35) or
received non-cash Medicaid eligibility (37.0 percent enrolled, odds ratio 0.66), and children eligible for
Medicaid due to a disability were more likely than children with AFDC-linked Medicaid eligibility to
disenroll (Scholle, Kelleher, Childs et al 1997). Similar results were reported from a study of
AFDC/Medicaid eligible children in Baltimore (West, Stuart, Duggan et al 1996).

>3 This cohort of children cannot be identified from the claims data because they receive no FFS
services. They cannot be identified from CCS caseload data because these children were not routinely
referred to CCS by the prepaid health plans.




probably overestimate the true effect. Not accounting for this comparability problem could bias the
results; the direction of this bias is hypothesized to be fowards a carve-out effect.

Rates of PCCM and PHP participation are illustrated for children 0 to 21 years of age in Medi-Cal
aid codes that became subject to mandatory managed care patticipation in the post carve-out period.
Table A.5, Participation of children 0-21 years in Medi-Cal managed care by county, 1994-
1998 (mandated group), presents summary figures over the study period. These figures pertain
only to children in mandatory managed care eligibility groups. This table presents participation
rates within each county of enrollees in Medi-Cal managed care and in fee-for-service arrangements,
by aid category in the pre and post-expansion periods. Specific characteristics include the percent
of child Medi-Cal beneficiaries (enrollees) who are in managed care aid categories and are enrolled in
managed care arrangements over the study period (1994-1997). The table shows that in
approximately fifteen California managed care expansion counties, prior to the county's managed
care expansion there were commercial PHPs in which CCS-eligible children could voluntarily enroll.
The table indicates years during which managed care participation was voluntary as well as years in
which managed care was mandatory for individuals in these aid categories. (Shaded areas indicate
months of mandatory participation.)

Monthly trends in PHP participation for several managed care expansion counties also are illustrated
in Figure 4.6, Participation rates in "CCS-include" prepaid health plans of Medi-Cal
beneficiaries in selected counties, 1996-1997. Both Table 4.4 and Figure 4.6 show that PHP
participation peaked at 10 percent of mandatory managed care group members in Riverside, nearly 20
percent in San Bernardino, nearly 25 percent in Riverside, and nearly 40 percent in Los Angeles
County. Figure 4.6 also illustrates PHP participation among the non-mandatory aid categories group
in these counties. There was some participation that peaked at close to 5 percent across the counties.

Consequently it is important to account for PHP participation so that changes observed between the
pre and post carve-out periods are related to the policy change rather than exclusively to children
disenrolling from CCS-include prepaid health plans. It is possible to use the proportion of
beneficiaries enrolled in PHPs to quantify the PHP participation effect. Data on monthly managed
care participation provides prepaid health plan participation by aid category and county. However,
participation is only available on an annual basis (months of January) for years 1994 and 1995. Thus
the percent PHP participation for January must be used as a proxy for the percent PHP participation
for all months in 1994 and in 1995.

Unfortunately, percent participation in PHPs of children with CCS medical diagnoses is unlikely to be
well estimated by the percent participation of individuals within the same aid category who do not
have CCS diagnoses. However, there are no data from which to ascertain prevalence of CCS eligibility
within the PHPs. While anecdotal information from some child health advocates indicates that few
children with CCS qualifying medical diagnoses voluntarily enrolled in these PHPs, or remained
enrolled in a PHP once a CCS diagnosis was identified, there is no way of estimating prevalence of
children with CCS-eligible medical diagnoses within these plans.
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Figure 4.6 — Participation rates in "CCS-include" prepaid health plans of Medi-Cal
beneficiaries in selected counties, 1996-1997
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The time series were evaluated for serial correlation of the residuals, using the

Durbin-Watson statistic. Little evidence of serial correlation was found. For the specification of
claimant volume predicted by continuous MCP participation in Two Plan counties, the Durbin-
Watson statistic was 1.92 for the mandatory group model and 1.75 for the non-mandatory group
model. For these specifications using total CCS expenditures as the outcome, the statistic was 2.04
for the mandatory group model and 2.03 for the non-mandatory group model. For two pre-post
specifications for claimant volume using all Two Plan and non-expansion counties, the Durbin-Watson
statistic was 1.98 for the mandatory group and 1.97 for the non-mandatory group.

Because the same counties are observed in the time series over a period of 48 months, the claimant
volume and expenditure values may be correlated over time. This may cause standard errors to be
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understated and thereby affect inferences of significance for the coefficients. In all regressions that
pool counties, the assumption of independence within groups (the county cluster) is relaxed.

Heteroskedasticity A log transformation was used for the claimant volume measure and
expenditure measure and for all of the independent variables with continuous values. The
specifications with untransformed values of these variables indicated significant heteroskedasticity in
the error terms. The White correction was used so that the standard errors would be consistent in the
presence of heteroskedasticity.

County fixed effects Fixed effects control for differences across counties that are unknown and/or
unobservable but are plausible. Examples of the types of differences in county health care systems
that would be captured by fixed county effects include the following: underlying differences in CCS
referral patterns across counties; differences in technology use; and medical care patterns that do not
change (county to county) over the study period.

An important question with respect to the use of fixed county effects in the multivariate models is
whether there are systematic differences in county CCS programs. Specific types of differences that
would be relevant include differences in rates of identifying CCS eligible children among those who
have CCS eligible conditions. Such differences may be attributable to characteristics of the local
provider network that continue throughout the study period. An important type of difference occurs
at the level of the local CCS program, as differences in interpretation of state eligibility criteria for
medical diagnoses. While state eligibility criteria apply to all county programs, there may be small but
potentially significant differences across counties in the specific criteria used to assess eligibility.

This largely applies to diagnoses such as diabetes where medical judgment must be applied on a case-
by-case basis to ascertain eligibility. There is anecdotal information reported by local providers to
suggest that such differences occur (California Senate Office on Research, 2000). However, there is no
specific information on the nature and scope of such differences or on whether any such differences
are consistent in the counties over time.

Due to plausibility of such differences, county dummy variables were used in multivariate
specifications that combine counties, to control for fixed differences across counties. For the
claimant volume outcome, the county effects are jointly significant for the mandatory group and for
the non-mandatory group. Thus fixed county effects were included in all specifications with more
than one county.

Time effects There is a rationale for accounting for time trends by including time indicators in the
multivariate analyses.>® First, for epidemiological reasons there is a rationale for including season
indicators; certain disease patterns may have a seasonal component. There may also be trends
within the year that follow a seasonal pattern but are due to case processing procedures. The fact
that a larger number of Medi-Cal eligibility redeterminations may occur in January, relative to other

5% For time trends that have equivalent effect for affected and unaffected eligibility groups, the trend
could be differenced out in the multivariate difference-in-differences models.
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months of the calendar year (personal communication, Jim Klein MCSS, 6/99), is another reason
that seasonal trends may be observed in the claims data. It is important to consider such
seasonal/quarterly effects in estimating the impact of the carve-out using a time series model. This
is particularly important because carve-out implementation dates in some counties do overlap with
specific seasons/quarters. Moreover, follow-up periods of less than a full year are available for
some of the later implementing counties.

Second, it is important that the carve-out indicator variables not capture effects that are due to time
trends rather than to the carve-out itself. Some statewide changes to CCS authorization policy over
the study period have been identified. A report by Coopers & Lybrand (1997) identified an
expansion in services that CCS authorizes (some changes in drug authorization and in outpatient and
physician office visit authorization) effective after 1995.% Others will not be known and thus are
best represented by a set of time trend dummy variables.

The advantage of including year indicators in the multivariate models is that these indicators will
adjust for statewide trends/changes in the CCS program or potential beneficiary pool that are
unrelated to the county changes occurring because of the carve-out. This will help to preclude
inference of a carve-out effect when the effect is in fact one of time. However, there also are
disadvantages to including year indicators in the models. If year dummies are specified and there are
not true annual shifts, then these dummies can pick up some of post carve-out effect and thereby
bias the estimates of carve-out effects by tending to underestimate the carve-out impact. It is
possible to specify the model with and without year effects to evaluate sensitivity to their
inclusion. Qualitative information provided by agency administrators may identify the timing of
any significant policy changes that might have occurred during the time period.

A relevant question for the use of fixed effects is whether there are trends in the different counties
that are unrelated to the policy change (i.e., the Medi-Cal managed care expansion and the CCS
carve-out) but that vary systematically by county. If there is a clear rationale for expecting such
effects, then these effects could be modeled by introducing county and time interaction terms into
the multivariate models. Inclusion of these variables limits the degrees of freedom and makes it
difficult to estimate the carve-out effect precisely.

> Coopers & Lybrand evaluated trends in CCS authorized Medi-Cal claims to produce trended capitation
rates for a proposed, fully capitated pilot project for Medi-Cal beneficiaries with CCS eligible diagnoses.
Information sources for this consulting report were identified as "anecdotal information from program
administrators regarding changes in responsibility for CCS covered services and incentives relating to
identifying CCS eligible children"; changes in average cost per person; "changes in the state's budgeted
cost per CCS child"; and "trend rates applied in the CCS program". The services "that in 1994 and 1995
did not require CCS authorization on the claim" were "physician office visits, laboratory and radiology
services, and many prescription drugs" (Coopers & Lybrand 12/97, Data Book). The report states that
some services that were Medi-Cal benefits in 1997 but not in 1994 and 1995 as historically a CCS
responsibility include "augmentative alternative communication devices and EPSDT Supplemental
Services, including in-home nursing and special care center services".
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Finally, expenditures were not deflated to account for possible changes over time. Year and season
effects were used to account for such changes.

Disaggregation by Medi-Cal Eligibility Aid Categories

Some analyses pool all aid categories based on their assignment to mandatory or to non-mandatory
managed care participation. In fact, these pooled categories are heterogeneous. This is because by
definition, the composition of beneficiary characteristics will vary across the Medi-Cal eligibility aid
codes.®® While there is likely to be variation by aid code within the managed care participation
classification, the distribution of diagnoses and severity within the non-mandatory aid codes likely
will not be equivalent to the distribution within the mandatory aid codes. The data permit an
examination of the impact of the policy, as well as the impact of control variables (such as prepaid
health plan participation and Medi-Cal enrollment trends) for the outcomes of interest by aid
category.

A subset of Medi-Cal eligibility aid categories can be evaluated separately. Selection criteria
included relatively large beneficiary volume; variation in terms of the reason for eligibility; and
variation in the applicable Medi-Cal managed care requirements within and across counties. Selected
aid categories include the following: aid category 60 (Medi-Cal eligibility linked to Supplemental
Security Income (SSI)); aid category 34 (AFDC poverty level, no cash assistance); and aid category
30 (AFDC family cash assistance). Most other Medi-Cal eligibility aid categories are much smaller
in size and thus are more difficult to analyze separately across counties.

Variation in Policy Effect Across Service Types

Variation across levels of service intensity Incentives of the carve-out policy may have a
greater effect on claims for outpatient care and ambulatory care than on claims for inpatient care.”’
The effect of the carve-out can be evaluated not only for total costs but also for costs within service
type groupings. It is possible that increases in claimant volume are attributable to a higher frequency
of claims submitted for diagnostic services, and/or a higher frequency of the CCS program authorizing
such claims following the carve-out, relative to the pre carve-out period. An alternative hypothesis is
that any changes that occur in claimant volume occur across all types of services. While it would be
ideal to examine service types that represent specific hypotheses—such as diagnostic services—the
complexity of Medi-Cal claims data makes this approach difficult. Thus trends were evaluated at the
more aggregate levels of ambulatory physician services, hospital services, and pharmaceuticals.

Some caution must be exercised in interpreting such comparisons because possible care pattern
trends—such as a substitution of outpatient for inpatient services, and expanded coverage of drug

56 There also will be systematic variation in the volume of beneficiaries by aid code.

57 One hypothesis suggested by the literature on mental health carve-outs is that increased cost effects
should be expected in high utilizers of services.
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and office-based services by CCS—would contribute to observed chahges and should not per se be
captured by the carve-out effect.

Variation in Effects by Diagnosis and in Diagnostic Profile of Caseload

In terms of the volume of children referred to CCS, patterns by diagnosis may be observed in CCS
program participation. Medical diagnoses for an individual child can be derived from the
International Classification of Diseases (ICD) coding on claims for the child. The medical diagnosis
that confers CCS eligibility will not necessarily correspond to the diagnosis information on a given
claim. This is largely because CCS can authorize services for diagnoses that complicate a CCS
diagnosis and also because in some cases the problem under treatment is not the underlying
diagnosis. An example is a hospitalization for an infectious disease when the diagnosis conferring
CCS eligibility is an immune disorder.

While it is possible to describe the diagnostic profile, an important question is how this profile is
translated into meaningful information and to policy implications. There are data-driven limits to
the profiling that is possible, due to typical issues in analyzing claims data. With respect to the
investigation of changes in case-mix and even more so with respect to an overall profile of severity,
changes in specific medical diagnoses will not always be directly correlated with a severity profile.
An approach is to apply a general case-mix or severity adjustment scheme. The Medicaid claims
files contain little direct information on the complexity and severity of the CCS condition. There are
classification systems that produce a severity index using a combination of medical diagnosis and
procedure information that is available in the claims data. These include the National Association of
Children’s Hospitals and Related Institutions (NACHRI) Pediatric Classification System for
chronic childhood conditions (Gay, Muldoon, Neff et al 1998; NACHRI 1998, 1997; Muldoon
1997).5% NACHRI’s hierarchical severity ranking system has not been applied specifically to the
Title V population, and thus its capacity to distinguish useful comparison groups (i.e., reasonably
sized groups) for the CCS population is untested.

There are clear limitations to using a procedure-based classification system to infer program case-
mix changes when the policy under study is expected to directly affect the volume and potentially
types of procedures within the claims data. The coding of and the submission of procedures in
claims potentially stem from a combination of varied and complex incentive structures, differences
by provider, and other possible but unknown regional differences.

Approaches to classifying claimants by disease type

** This system was developed for use in financial risk adjustment in partnership with 3M and has

undergone several years of validation testing. This classification system uses a combination of ICD-9
coding and procedure coding to generate a diagnostic severity ranking, a four-level severity ranking, and
a major diagnostic coding (MDC) system that could be used in the regression model as an alternative to
specific diagnostic information. The system uses procedure/service type coding to prevent the use of
diagnostic coding when it comes from evaluative or diagnostic services or from laboratory or ambulance
related services.
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One way to characterize change in the diagnosis profile of the CCS caseload—or more specifically
the diagnosis profile of services that CCS participants receive—is to evaluate change in the percent
of CCS participants receiving services coded within different diagnosis groups. One measure counts
a beneficiary once (and once only) as receiving services within the classification category if the
beneficiary had at least one claim corresponding to that category in a given time period. The CCS
eligibility categories are elaborated along with the corresponding ICD codes in the CCS Eligibility
Manual (CCS Medical Eligibility, 1/15/79), which are outlined in Table 3.1. These categories
correspond to ICD groups.

Use of claims data for diagnosis inference It is important that claim coding changes
unrelated to the policy effect of interest not affect the study outcome. However, there are
challenges in using claim counts to infer carve-out response and impact with respect to CCS eligible
diagnoses. This is because claim counts are affected by coding practice that in turn are influenced by
unknown factors. Changes in "bundling" of services within claims or other claiming changes that are
difficult to know about could explain some or all of any effects observed in total claim volume.
Some of the variables constructed in this analysis to capture trends in diagnoses do use claim
activity as a basis for the counts. The impact is somewhat buffered by use of all claims combined to
identify diagnostic information. A set of claims within a particular diagnostic class and period of
time (usually month) for an individual are counted only once in that category for the individual. To
the extent that any unbundling effects cause more claims for an individual that are then attributed to
different diagnosis categories, however, there will be an effect on the diagnosis counts. Only one
diagnosis is associated with each claim, and thus unbundling raises the possibility of more diagnoses
being identified.

It is possible that billing or coding changes occurred over the study period and that this would cause
more (or fewer) diagnosis categories to be identified for a child, independent of any carve-out effect.
Any such variations could in turn interact with coding changes, producing an artifact that could be
mistaken as a carve-out effect. There are no specific hypotheses about how it might occur
differentially across counties; occur concurrently with the carve-out; or affect mandatory and non-
mandatory groups differently, based on differences in underlying diagnosis distribution or other
factors.

Procedure and diagnosis based classification =~ Without using a classification system that is
designed to estimate severity, it is not possible to characterize changes in "case-mix" of CCS
participants with respect to severity. Using "counts" for inference treats the different diagnosis
codes as "equal". On the other hand, use of a claims-based classification system for severity
requires (by definition) a combination of diagnosis and procedure codes. By virtue of the carve-out
policy, the severity profile produced by a combination of diagnosis and procedure data probably
would change as a function of procedures billed to CCS. The artifact would be produced because
more information is expected to be available on all procedures in the later years, relative to the early
(pre-carve-out) years. If an artifact of billing changes, the resulting "case-mix" estimates would not
reliably capture "case-mix" of CCS participants over time.
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Severity classification based on disease Applying the Disability Payment System (DPS)
(Kronick, Dreyfus, Lee, Zhou 1996) to the diagnostic information would make it possible to further
subcategorize where changes may be occurring. An advantage of using DPS is that within this
system, whether or not a separate ICD-9 code is considered "unique" (and thus counted) depends
(for a subset of categories) on a hierarchy that was developed with clinical input and with additional
validation testing. It stratifies the distribution of children identified to CCS and receiving a CCS-
authorized service based on severity within disease classifications. DPS also might pick up some of
the diagnoses that fall into an "other" category when ICD-9 diagnosis categories are used; this could
reduce the volume of diagnoses/services in that pool.

Another approach involves applying a simple severity ranking system that is developed specifically
for a Title V population. The Michigan State Title V program developed a cost-driven severity
ranking system for its managed care expansion that classifies common Title V program ICD-9
diagnostic codes into five categories, which are then further stratified by the child's age, to produce
approximately 12 categories for payment adjustment. While the purpose of this severity ranking
system is for financial risk adjustment, this is a very general ranking system that could be applied
for the current study. It would be possible to construct a model with the dependent variable being
the mean "case-mix" score as represented by the Michigan classification system. The highest
category found for the beneficiary in a given month could be assigned to the beneficiary as a measure
of "severity". As with other claimant models, in a regression framework the dependent variable
would be the mean score with independent variables of volume of Medi-Cal enrollees (since overall
case-mix in the population is conceivably affected by Medi-Cal enrollment trends), percent MCP
participation, and fixed county and also year effects. A disadvantage of this approach is that the
Michigan Title V classification system does not encompass all CCS eligible diagnoses. As an
example, aggregating monthly beneficiary counts over the study period for Alameda County
produced the following result. A total of 29.4 percent could not be assigned to a Michigan category:
5.7 percent were assigned to the lowest cost category; 10.2 percent and 26.7 percent, respectively,
were assigned to the two intermediate cost categories; 8.6 percent were assigned to the highest cost
category; and 19.3 percent were assigned to the cost category that includes all beneficiaries under 12
months of age, irrespective of diagnosis. (As constructed, the counts in this example permitted a
beneficiary to appear in multiple diagnosis categories in a given month). The relatively large
proportion of claimants who could not be classified in a given month suggests that this classification
system does not fit the CCS population well and makes it difficult to interpret any compositional
changes that might appear to occur using these classifications.

4.3  Design and Methods for Contextual Analysis of the Carve-out Policy

To strengthen this study as a policy analysis, a protocol was developed for qualitative interviews
with county CCS administrative staff in several of the counties implementing the managed care
expansion and CCS carve-out. The objective was to gain a more detailed, contextual understanding
of CCS carve-out implementation in these counties. Although CCS county agencies operate under
identical state program rules for eligibility and authorization, there may be slight operational
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differences within or between carve-out counties. Thus a second objective was to investigate
underlying differences across counties that could lead to different caseload and expenditure
outcomes.

4.3.1 Interview Protocol

In-person or telephone interviews were conducted with medical directors, medical consultants,
program administrators, and/or CCS nurses who perform a liaison function with the local managed
care plans, in Alameda, Contra Costa, Kern, Los Angeles, and Orange counties. The unstructured
interview protocol used a common set of questions for each study participant. Results from the
quantitative analysis in this study were not used as a basis of the interview or presented to the
participants before or during the interviews.

The general domains covered in the qualitative interviews, and specific areas within these domains,
are summarized in Table 4.4, Domains in CCS agency interview protocol. The interviews
covered the following areas: (1) characteristics of the carve-out policy implementation in the
county, and observed pre and post carve-out differences in referral patterns; (2) perceptions about
factors that could contribute to "cost-shifting" practices and enhanced referral of potentially eligible
children to CCS, including responses by providers and health plans; (3) the organizational impact of
the carve-out policy on CCS (e.g., resolution procedures for CCS/health plan disputes about
responsibility for specific services; new relationships between the CCS program and local health
plans); and (4) any health system changes and programmatic factors that may be affecting CCS case
finding and costs for child Medicaid beneficiaries, but that are unrelated to the carve-out policy.

Results from the interviews were summatrized by topic area and are presented in Chapter 7.
Qualitative findings were integrated with results from quantitative analyses in the concluding
chapter. The findings were generally not incorporated into the discussion of the quantitative
findings in Chapter 6, nor used in the quantitative analyses for modeling or other purposes. Instead
the findings were used to interpret some of the quantitative findings, to provide insight into the local
responses to the carve-out incentives, and to identify some of the effects of the carve-out on the
CCS program that the quantitative analyses do not address.
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Table 4.4 — Domains in CCS agency interview protocol

Domains and Specific Areas

Features of carve-out implementation across counties

Awareness of the CCS program and eligibility
(a) Changes in awareness by prepaid health plans
(b) Changes in awareness by providers

Pre-post carve-out referrals to CCS
— Timing of any observed referral change

Response of plans/providers to the carve-out

Changes in referral

— Changes in referral types

— Likelihood of a referral identified as CCS-eligible
Differences between local and commercial plans
Changes in CCS paneling among providers
Family responses to managed care requirement

Significant programmatic and authorization policy changes to CCS/Medi-Cal during study period

County history of "circumvention" of CCS authorization
Dispute issues and resolution

Organizational impact of carve-out policy for CCS

Changes to CCS program or capacity
Reporting and data analysis
Other carve-out issues or impact
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iCHAPTER 5 _IMPACT OF CARVE-OUT POLICY ON TITLE V CASE-FINDING

This chapter reports findings for the carve-out impact on CCS program participation. The chapter
begins with a description of mean monthly CCS claimant volume across California counties over the
course of the study period. This is followed by results from the multivariate analyses using the
following: (1) pre-post comparisons, including the difference-in-differences approach comparing
change in mandatory and non-mandatory groups, and (2) the continuous MCP participation
approach. Some specifications pool aid categories statewide by mandatory managed care
requirement status. Other specifications examine the carve-out impact in each expansion county.
Results are first presented for the Two Plan counties, followed by a summary of the findings for the
COHS expansion counties. The carve-out effect is then evaluated for several Medi-Cal aid
categories. This is followed by an analysis of how the diagnostic profile of children receiving CCS
services changes with the carve-out, for counties overall and individually. The chapter concludes by
integrating results from these analyses.

5.1  Descriptive Trends in CCS Claimant Volume

This section describes trends in CCS program participation across California counties during the
study period. While the timing and the rate of managed care implementation were different for each
expansion county, an illustration of time trends in the outcome variables is useful.

Total Claimants, and as a Percent of Medi-Cal Beneficiaries

Study period trends in CCS claimants are provided in Table 5.1, Mean monthly CCS claimant
volume in California counties, annually for 1994-1997.% This table stratifies CCS claimants by
their Medi-Cal managed care requirement status (i.e., eligibility aid categories that require managed
care participation in managed care expansion counties, and eligibility aid categories that do not).%’ The
table shows results of overall tests of the equality of annual means (F(3,44)). Mean monthly CCS
claimant volume varied by year in nearly every expansion county. The exception was San Bernardino
where equality of the annual means could not be rejected (p=0.11). Total claimants generally
increased within the mandatory group for each of the 22 counties that had any managed care over the
course of the study period. Exceptions among the 14 expansion counties included Los Angeles, San
Bernardino, and Santa Clara.

39 These figures use CCS claimant counts that can be lagged by many months for the numerator (up to
10 months for the December 1997 counts, and up to 58 months for the January 1994 counts), and six
months lagged Medi-Cal enrollment counts for the denominator.

%0 In this table, managed care participation requirements in the Two Plan counties are used to define
mandatory group status. Thus totals shown here for COHS counties do not reflect the actual mandatory
and non-mandatory division that operated in COHS counties. Because nearly all Medi-Cal beneficiaries
participated in managed care after COHS start-up, both groups designated in this table (mandatory and
non-mandatory) were subject to mandatory MCP participation.
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Table 5.1 — Mean monthly CCS claimant volume in California counties, annually 1994—1997

Model County Non-mandatory * Mandatory *
1994 1995 1996 1997 p 1994 1995 1996 1997 p
value value
MC expansion counties—Early implementing counties (4)
2-plan  Alameda 283 347 379 460 .00 190 201 225 272 .00
2-plan Kern 149 158 183 253 .00 91 104 139 218 .00
COHS  Orange® 657 599 853 939 .00 329 284 462 503 .00
COHS  Santa Cruz” 76 100 129 138 .00 49 54 83 95 .00
Other MC expansion counties (10)
2-plan  Contra Costa 142 170 180 184 .00 57 78 71 106 .00
2-plan  Fresno 321 289 306 435 .00 137 121 130 281 .00
2-plan  Los Angeles 3,391 3,671 4,002 4,173 .00 | 2,225 2,191 2,124 1,893 .00
2-plan  Riverside 304 413 454 483 .00 179 182 181 200 .01
2-plan  San Bernardino 477 600 735 832 .00 343 320 317 333 .11
2-plan  San Francisco 176 180 197 244 .00 90 89 78 106 .00
2-plan  San Joaquin 173 214 230 273 .00 86 103 116 143 .00
2-plan  Santa Clara 285 341 351 318 .00 177 206 186 179 .00
2-plan  Stanislaus 123 198 200 206 .00 61 170 77 84 .00
2-plan  Tulare 137 145 153 176 .00 75 79 77 90 .00
Other MC expansion counties—Unique MC models (3)
MCN Placer 18 29 38 36 .00 11 17 20 16 .00
GMC San Diego 532 763 812 898 .00 294 324 302 399 .00
MCN Sonoma 78 108 123 133 .00 43 45 44 44 .00
Other MC expansion counties—Not implementing CCS carve-out (5)
COHS Napa 23 32 41 49 .00 8 11 12 11 .00
GMC Sacramento 305 402 487 535 .00 222 275 322 334 .00
COHS  San Mateo 109 155 147 164 .00 77 91 99 111 .00
COHS  Santa Barbara 81 106 140 172 .00 82 82 94 92 .00
COHS  Solano 16 2 6 99 .00 11 0 3 47 .00
Non-MC expansion counties—With voluntary MC (3)
-—-- Madera 24 26 26 35 .00 16 17 18 20 .00
-—-- Marin 27 33 36 36 .00 14 15 17 20 .00
---- Yolo 24 35 36 47 .00 20 15 18 27 .00
Non-MC expansion counties (33)
- Alpine 0 0 0 1 .00 0 0 0 0 .4
-—-- Amador 3 2 4 S .00 1 2 2 3 .09
---- Butte 70 72 88 119 .00 24 28 29 36 .00
-——- Calaveras 6 7 7 8 .06 4 4 3 4 .25
-—-- Colusa 4 4 8 5 .00 2 3 3 4 .03
- Del Norte 5 5 6 6 .67 3 2 3 3 .36
-—-- El Dorado 12 15 24 30 .00 8 6 11 18 .00
- Glenn 8 9 15 16 .00 5 4 5 7 .11
-—-- Humboldt 37 31 35 44 .00 20 19 21 20 .76
-—-- Imperial 36 39 44 53 .00 29 29 29 31 .41
-—-- Inyo 1 1 3 3 .00 3 1 2 2 .14
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Model County Non-mandatory * Mandatory *
1994 1995 1996 1997 P 1994 1995 1996 1997 P
value value
———- Kings 17 21 17 20 .06 10 14 15 17 .00
-—-- Lake 12 15 17 21 .00 10 14 9 15 .00
-——-- Lassen 4 3 4 5 .00 3 1 2 4 .04
-—-- Mariposa 1 1 1 1 .30 1 1 1 1 77
-—-- Mendocino 28 31 29 37 .00 15 19 18 22 .02
-—-- Merced 66 87 108 125 .00 35 51 54 59 .00
-—— Modoc -0 1 2 2 .00 1 0 1 1 .00
———- Mono 1 2 1 1 .02 1 1 1 0 .19
-— Monterey 89 120 135 127 .00 72 84 69 67 .01
———- Nevada 14 13 15 22 .00 7 6 9 9 .00
-—-- Plumas 1 1 2 3 .00 1 1 2 3 .00
-—-- San Benito 10 9 17 16 .00 8 8 8 7 .69
-—-- San LuisObispo 60 85 95 102 .00 32 34 36 33 .35
-—-- Shasta 35 55 63 74 .00 14 20 27 27 .00
-—-- Sierra 1 1 1 0 .49 0 0 0 1 .05
-—-- Siskiyou 8 7 8 11 .01 2 4 6 7 .00
-—-- Sutter 13 12 19 24 .00 12 8 11 15 .00
-—- Tehama 8 11 15 17 .00 9 9 8 10 .76
-— Trinity 2 4 5 6 .00 1 1 1 1 .24
-—— Tuolomne 9 13 12 10 .03 8 5 4 6 .00
———- Ventura 142 198 222 234 .00 55 65 61 58 .03
-——- Yuba 16 12 17 21 .00 13 9 14 14 .00

* Mandatory managed care group status uses definition in place for Two Plan counties.
b Using COHS county definition of mandatory group, annual monthly means are as follows for the two COHS

expansion counties. For Orange, non-mandatory means were 267 (1994), 131 (1995), 176 (1996), 196

(1997), p=0.00 (F(3,44)) and mandatory means were 720 (1994), 751 (1995), 1,139 (1996), 1,246 (1997),
p=0.00 (F(3,44)). For Santa Cruz, non-mandatory means were 16 (1994), 16 (1995), 17 (1996), 18 (1997),

p=0.00 (F(3,44)) and mandatory means were 108 (1994), 138 (1995), 195 (1996), 214 (1997), p=0.00

(F(3,44)).

The question of whether mean monthly totals were higher in the expansion year(s) was evaluated for
each expansion county. Year by year differences were evaluated using Scheffe-adjusted significance
levels. While implementation dates varied by county, most were fully implemented by early 1997.

Thus monthly totals were expected to be higher in 1997 than in earlier years. For the mandatory

group, mean claimant volume was not higher in 1997 relative to earlier years for Santa Clara,
Stanislaus, and Los Angeles counties for the mandatory group. Tests of equality of means (t(1,21))
showed that in Los Angeles, total claimant volume for the mandatory group was lower in 1997

compared to 1994 (p<0.001), to 1995 (p<0.01), and to 1996 (p<0.05) (with Scheffe adjustment).

Claimant volume in the mandatory group was higher in 1995 compared to each other year for Santa
Clara County and for Stanislaus County, which did not have a higher mean in 1997 relative to earlier
years. Mean monthly claimant volume for the expansion and comparison groups across the study
period is illustrated in Figure 5.1, Mean CCS claimant volume in Two Plan (excludes L.A.) and
in non-expansion county groups—1994-97, Mandatory managed care group and in Figure 5.2,
Mean CCS claimant volume in Two Plan (excludes L.A.) and in non-expansion county
groups—1994-97, Non-mandatory managed care group.
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Figure 5.1 — Percent participation in post carve-out managed care in COHS and Two Plan
counties, 1996-97—Mandatory managed care group
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The time trends found for the mandatory group—specifically higher claimant volume in 1997 relative
to each of the preceding years—did not hold across all expansion counties for the non-mandatory
group. Counties in which CCS claimant volume did not increase between 1996 and 1997 included Los
Angeles, Riverside, Santa Clara (where mean monthly claimant volume fell), and Stanislaus. An
increase between 1996 and 1997 also was not found for the two COHS counties that implemented in
late 1995 or early 1996 (Orange and Santa Cruz). In summary, mean monthly volume in 1997 was
higher than in 1994 and/or 1995 for both mandatory and non-mandatory groups in nine (9) counties;
in mandatory groups only in one (1) county; in non-mandatory groups only in two (2) counties; and
in neither group for two (2) counties. This suggests that any claimant volume increases were not
unique to the mandated group.
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Figure 5.2 — Percent participation in post carve-out managed care in COHS and Two Plan
counties, 1996-97—Non-mandatory managed care group
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An example illustrates trends in claimant volume and a key predictor variable for a particular
expansion county. A plot of claimant volume with values of key predictor variables over the study
period is provided for Alameda County. These are illustrated in Figure 5.3, Total children with
CCS-authorized claim and percent MCP participation, Alameda County—By Medi-Cal
managed care group status. The figure shows total CCS claimants, pre carve-out PHP
participation, and post carve-out MCP participation between 1994 and 1997. The start-up date for
each plan in Alameda County (the Local Initiative and the Commercial Plan) also is indicated. Values
of each variable are provided for mandatory and for non-mandatory managed care groups.
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Figure 5.3 — Total children with CCS-authorized claim and percent MCP participation,

Alameda County—By Medi-Cal managed care group status
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In preparation for evaluating monthly prevalence trends for CCS claimants within the Medi-Cal
population, Medi-Cal enrollment was examined by year. Table 5.2, Mean monthly Medi-Cal
enrollment in California counties, annually for 1994-1997, illustrates how the base population
of Medi-Cal enrollment changed over the course of the study period. Medi-Cal enroliment generally
declined in the mandatory group by year. In contrast, monthly Medi-Cal enrollment in the non-
mandatory group was steady or increased by year in most expansion and non-expansion counties.

Table 5.3, Mean monthly CCS claimants as a proportion of Medi-Cal beneficiaries in
California counties, annually for 1994-1997, uses total Medi-Cal enrollment (all non-aged
beneficiaries) as the base population. This figure also stratifies participation trends by mandatory
managed care group. Results show that the mean monthly volume of CCS claimants as a proportion
of Medi-Cal beneficiaries differed by year in the sizable expansion and non-expansion counties. The
general trend for the mandatory group as well as in the non-mandatory group was an increasing time
trend in the 14 expansion counties. In several expansion counties—including Alameda, Kern, Orange,
Santa Cruz, Contra Costa, and Fresno—CCS claimants as a percent of Medi-Cal enrollees nearly
doubled. In most expansion counties, the annual mean of monthly claimants as a percent of Medi-Cal
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Table 5.2 — Mean monthly Medi-Cal enrollment in California counties, annually 1994—1997

County Non-mandatory * Mandatory *
1994 1995 1996 1997 p 1994 1995 1996 1997 p
value value
MC expansion counties—Early implementing counties (4)
Alameda 52262 54,484 56,190 56,061 .00 131.438 130.623 125.496 114,002 .00
Kemn 32262 34968 37.771 37.613 .00 92.660 99.175 104.262 99.842 .00
Orange b 81.589 83,812 83,157 79,379 .00 181,180 180,961 173,414 154,476 .00
Santa Cruz ° 8.181 8.737 8.713 8.552 .00 17,199 17,724 16.816 15,255 .00
Other MC expansion counties (10),
Contra Costa 24,893 26,031 26914 26,988 .00 59.285 59,437 58,250 54,044 .00
Fresno 48,717 50,628  52.175 51,372 .00 153,524 153.379 150,621 140.372 .00
Los Angeles 469.686 475,185 494354 484355 .00| 1,221.438 1.203,585 1,165,918 1,105,653 .00
Riverside 45388 48,755 51,729 52,322 .00 145,397 149,853 150,839 139,630 .00
San Bernardino 58,293 60,284 63,105 64,223 .00 242,602 241,354 237,134 219,261 .00
San Francisco 41,969 42.869 43,208 42,481 .00 53.900 51,530 48,091 42,889 .00
San Joaquin 28.657 29,678 30718 30,767 .00 86.219 85.932 86,925 82,499 .00
Santa Clara 49311 50429 51247 49,420 .00 120,854 118.276 108,553 93,148 .00
Stanislaus 21,964 23245 24,117 23,908 .00 64,197 65,305 64,903 61,612 .00
Tulare 25,175 25,762  26.507 26,119 .00 72,490 72,413 72.581 68,654 .00
Other MC expansion counties—Unique MC models (3)
Placer 4,834 5,008 5.330 5,307 .00 11,774 11,571 11,001 10,016 .00
San Diego 83.704 86,085 87.760 85,768 .00 241,538 241,343 233,794 210,686 .00
Sonoma 13.536 13.920 14,186 14,063 .00 24,900 25.367 24,153 21,686 .00
Other MC expansion counties—Not implementing CCS carve-out (35)
Napa 3,663 3,845 4,008 3911 .00 6.457 6,430 6,161 5,627 .00
Sacramento 49.834 52,907 55,753 56,925 .00 167.621 170.506 169,895 164,592 .00
San Mateo 18,119 18,658 19.209 18,955 .00 27,267 27.756 25,727 21,977 .00
Santa Barbara 15,064 15,540 16,122 15,724 .00 30,404 30,310 29,735 27,347 .00
Solano 10,009 10.238 10.751 10,964 .00 30,160 31,405 31.891 31,100 .00
Non-MC expansion counties—With voluntary MC (3)
Madera 7.231 7.449 7.965 7,983 .00 16,650 17,752 18,745 18,068 .00
Marin 5.109 5,223 5.482 5455 .00 6.528 6,473 6,319 5,880 .00
Yolo 5.608 5.936 6,269 6,430 .00 16,516 16,495 16.430 15,802 .00
Non-MC expansion counties—With voluntary MC (3)
Alpine 44 50 49 48 .03 147 154 176 173 .00
Amador 496 526 598 606 .00 1,674 1,752 1,680 1,647 .00
Butte 9.310 10,163 10,741 11,183 .00 29,258 29.220 29.491 28.381 .00
Calaveras 934 1,062 1,111 1,195 .00 3.434 3.612 3,566 3,640 .00
Colusa 998 1,040 1.183 1.165 .00 2,182 2,390 2,284 2,101 .02
Del Norte 1,704 1.807 1.873 1.834 .00 4313 4,458 4,507 4,525 .00
El Dorado 3.265 3.399 3,659 3.670 .00 8.478 8.621 8.438 7.456 .00
Glenn 1.369 1.415 1.574 1,612 .00 3,986 3,921 3,703 3.468 .00
Humboldt 6,687 6.855 7,045 7.012 .00 15.841 15,661 15,304 14,90t .00
Imperial 6.967 7.145 7.263 7.442 .00 28,064 28,188 28.292 27,106 .00
Inyo 674 715 748 745 .00 1.864 1.808 1,790 1.848 .00
Kings 6,058 6,132 6,512 6.212 .00 16,599 17,001 17.387 16.508 .00
Lake 3,182 3.260 3.469 3,502 .00 9,145 9,253 9.045 8.524 .00
Lassen 1,152 1,176 1,217 1,204 .00 3,508 3.577 3,477 3,317 .00
Mariposa 373 384 393 394 .00 1,651 1,667 1,649 1,678 .20
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County Non-mandatory * Mandatory *
1994 1995 1996 1997 p 1994 © 1995 1996 1997 p
value value
Mendocino 4,420 4,756 5.201 5,197 .00 10,673 11,276 11.206 10,634 .00
Merced 13,306 13,982 14,564 14,270 .00 45,482 47,146 46,556 42,827 .00
Modoc 558 579 594 605 .00 1.617 1.687 1.719 1.560 .00
Mono 227 230 241 239 .01 516 491 513 519 .01
Monterey 14,821 15.275 15,725 15,443 .00 36,064 36.971 35.875 33.098 .00
Nevada 1.800 1.919 2,052 2,147 .00 4,966 5.131 4,888 4361 .00
Plumas 707 734 788 782 .00 2,022 2,138 2,010 1.722 .00
San Benito 1.218 1.298 1.397 1.443 .00 4,158 4,009 4,108 3,820 .00
San Luis Obispo 6.931 7.182 7.560 7,700 .00 13.664 14,289 14,310 13.265 .00
Shasta 8.061 8.596 9.073 9.324 .00 21.991 22.488 24,131 23,252 .00
Sierra 110 100 130 121 .00 222 210 225 206 .05
Siskiyou 2.395 2.536 2,636 2,636 .00 6.503 6.414 6.327 5935 .00
Sutter 3.437 3,623 3,713 3,774 .00 9.000 9,064 8.642 8.484 .00
Tehama 2,891 2.972 3,102 3.143 .00 7.947 7.976 7.930 7.326 .00
Trinity 622 658 686 728 .00 1,715 1.646 1.701 1.572 .00
Tuolomne 1.429 1,555 1,663 1,642 .00 4,591 4,776 4,743 4,545 .00
Ventura 20,260 21.684 22871 22,374 .00 47,569 47.642 46,892 43,192 .00
Yuba 3.983 4,149 4,388 4431 .00 13,656 14,146 14,227 12.867 .00

* Mandatory managed care group status uses definition in place for Two Plan counties.

® Using COHS county definition of mandatory group, annual monthly means are as follows for the two
COHS expansion counties. For Orange, non-mandatory means were 43,574 (1994), 43,585 (1995),
42,340 (1996), 38,315 (1997), p=0.00 (F(3,44)) and mandatory means were 219,195 (1994), 221,187
(1995), 214,231 (1996), 195,540 (1997), p=0.00 (F(3,44)). For Santa Cruz, non-mandatory means were
2,910 (1994), 3,152 (1995), 3,072 (1996), 2,958 (1997), p=0.00 (F(3,44)) and mandatory means were
22,469 (1994), 23,309 (1995), 22,456 (1996), 20,849 (1997), p=0.00 (F(3,44)).

p value for test of equality of means F(3,44)

enrollees in 1997 was significantly higher than the annual means for 1994, for 1995, and for 1996.

The exceptions were Los Angeles County (with no differences between any of the annual means) and

San Bernardino County (where the 1997 annual monthly mean was statistically different from 1994
only). One inconsistent trend was found for Stanislaus. In the mandatory group in Stanislaus, the

mean monthly percent of Medi-Cal enrollees having one or more authorized CCS claims was higher in
1995 (0.26 percent) compared to 1994 (0.10 percent, p=0.01), to 1996 (0.12 percent, p=0.03), and to

1997 (0.14 percent, p=0.07).

The results show a general increase in CCS claimants as a percent of Medi-Cal enrollees in the

mandatory group. Children with CCS eligible medical diagnoses may be a more stable group of Medi-

Cal beneficiaries with their Medi-Cal eligibility less likely to be affected by the economic
improvements taking place in the mid-1990's. Thus it is not surprising that CCS claimants generally
grew as a proportion of Medi-Cal enrollees, with or without a carve-out effect.

Because Medi-Cal enrollment was steady or increased in non-mandatory groups, the non-mandatory

groups could show a different trend than the mandatory groups. The general time trend observed in
the mandatory managed care group was seen for non-mandatory groups in fewer expansion counties.

CCS claimant volume as a percent of Medi-Cal enrollees in 1997 was statistically different only from
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Table 5.3 — Mean monthly CCS claimants as a proportion of Medi-Cal beneficiaries in

California counties, annually for 1994—1997

Model County Non-mandatory * Mandatory *
1994 1995 1996 1997 pvalue| 1994 1995 1996 1997 p value
MC expansion counties—Early implementing counties (4)
2-plan  Alameda 0.54% 0.64% 0.67% 0.82% .00 0.14% 0.15% 0.18% 0.24% .00
2-plan  Kem 0.46% 0.45% 0.48% 0.67% .00 0.10% 0.10% 0.13% 0.22% .00
COHS Orangeh 0.81% 0.71% 1.03% 1.18% .00 0.18% 0.16% 0.27% 0.33% .00
COHS Santa Cruz® 0.92% 1.14% 1.48% 1.61% .00 0.28% 0.30% 0.50% 0.62% .00
Other MC expansion counties (10)
2-plan  Contra Costa 0.57% 0.65% 0.67% 0.68% .00 0.10% 0.13% 0.12% 0.20% .00
2-plan  Fresno 0.66% 0.57% 0.59% 0.85% .00 0.09% 0.08% 0.09% 0.20% .00
2-plan  Los Angeles 0.72% 0.77% 0.81% 0.86% .00 0.18% 0.183% 0.18% 0.17% .00
2-plan  Riverside 0.67% 0.85% 0.88% 0.92% .00 0.12% 0.12% 0.12% 0.14% .00
2-plan  San Bernardino 0.82% 0.99% 1.17% 1.30% .00 0.14% 0.13% 0.13% 0.15% .00
2-plan  San Francisco 0.42% 042% 0.46% 0.57% .00 0.17% 0.17% 0.16% 0.25% .00
2-plan  San Joaquin 0.60% 0.72% 0.75% 0.89% .00 0.10% 0.12% 0.13% 0.17% .00
2-plan  Santa Clara 0.58% 0.68% 0.68% 0.64% .00 0.15% 0.17% 0.17% 0.19% .00
2-plan  Stanislaus 0.56% 0.85% 0.83% 0.86% .00 0.10% 0.26% 0.12% 0.14% .00
2-plan  Tulare 0.54% 0.56% 0.58% 0.68% .00 0.10% 0.11% 0.11% 0.13% .00
Other MC expansion counties—Unique MC models (3)
MCN  Placer 0.38% 0.58% 0.71% 0.67% .00 0.09% 0.14% 0.18% 0.16% .00
GMC San Diego 0.64% 0.89% 0.92% 1.05% .00 0.12% 0.13% 0.13% 0.19% .00
MCN  Sonoma 0.58% 0.78% 0.87% 0.95% .00 0.17% 0.183% 0.18%  0.20% .04
Other MC expansion counties—Not implementing CCS carve-out (5)
COHS Napa 0.62% 0.83% 1.03% 1.26% .00 0.13% 0.17% 0.19% 0.19% .01
GMC Sacramento 0.61% 0.76% 0.87% 0.94% .00 0.13% 0.16% 0.19% 0.20% .00
COHS San Mateo 0.60% 0.83% 0.77% 0.87% .00 0.28% 033% 0.39% 0.50% .00
COHS Santa Barbara 0.54% 0.68% 0.87% 1.09% .00 027% 0.27% 031% 0.33% .00
COHS Solano 0.16% 0.02% 0.05% 0.90% .00 0.04% 0.00% 0.01% 0.15% .00
Non-MC expansion counties—With voluntary MC (3)
—_— Madera 0.33% 0.35% 0.33% 0.44% .00 0.10% 0.10% 0.10% 0.11% .22
—_— Marin 0.54% 0.63% 0.66% 0.66% .03 021% 0.22% 0.28% 0.33% .00
— Yolo 0.43% 0.59% 0.58% 0.73% .00 0.12% 0.09% 0.11% 0.17% .00
Non-MC expansion counties (33)
— Alpine 0.78% 0.17% 091% 2.11% .00 0.06% 0.11% 0.25% 0.09% .46
—_— Amador 0.69% 0.42% 0.61% 0.89% .00 0.08% 0.10% 0.13% 0.18% .07
— Butte 0.75% 0.71% 0.82% 1.07% .00 0.08% 0.10% 0.10% 0.13% .00
— Calaveras 0.60% 0.67% 0.60% 0.67% .68 0.12% 0.12% 0.08% 0.11% 21
— Colusa 0.43% 0.40% 0.69% 0.46% .00 0.10% 0.13% 0.13% 0.19% .01
—_ Del Norte 0.27% 0.27% 030% 0.30% .89 0.06% 0.04% 0.06% 0.07% .39
—_— El Dorado 0.38% 045% 0.65% 0.81% .00 0.10% 0.07% 0.14% 0.24% .00
—_ Glenn 0.57% 0.65% 0.96% 0.98% .00 0.12% 0.10% 0.14% 0.19% .02
—_ Humboldt 0.55% 0.45% 0.50% 0.63% .00 0.13% 0.12% 0.13% 0.13% .60
—_— Imperial 0.52% 0.54% 0.61% 0.71% .00 0.10% 0.10% 0.10% 0.11% .10
— Inyo 0.15% 0.13% 0.33% 0.45% .00 0.14% 0.06% 0.10% 0.10% .16
— Kings 0.28% 0.33% 0.26% 0.32% .03 0.06% 0.08% 0.09% 0.10% .00
— Lake 0.38% 0.45% 0.48% 0.59% .00 0.11% 0.15% 0.10% 0.17% .00
—_ Lassen 0.33% 0.22% 0.36% 0.44% .00 0.07% 0.04% 0.05% 0.10% .02
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Model County Non-mandatory * Mandatory *
1994 1995 1996 1997 pvalue 1994 1995 1996 1997 p value
— Mariposa 0.16% 028% 0.27% 0.36% 33 0.04% 0.04% 0.06% 0.05% 77
— Mendocino 0.62% 0.65% 0.57% 0.70% .01 0.14% 0.17% 0.16% 0.21% 01
— Merced 0.49% 0.62% 0.74% 0.88% .00 0.08% 0.11% 0.12% 0.14% .00
— Modoc 0.06% 0.20% 0.36% 0.38% .00 0.06% 0.00% 0.04% 0.08% .00
— Mono 044% 0.66% 037% 0.21% .01 0.19% 0.20% 0.13% 0.08% .18
— Monterey 0.60% 0.79% 0.86% 0.82% .00 0.20% 0.23% 0.19% 0.21% .03
—_ Nevada 0.76% 0.66% 0.75% 1.03% .00 0.13% 0.12% 0.18% 0.21% .00
—_ Plumas 0.09% 0.11% 0.19% 0.37% .00 0.05% 0.04% 0.09% 0.19% .00
— San Benito 0.79% 0.68% 1.18% 1.07% .00 0.19% 0.19% 0.19% 0.17% .91
—_ San Luis Obispo 0.87% 1.19% 1.26% 1.33% .00 0.23% 0.24% 0.25% 0.25% .67
— Shasta 043% 0.64% 0.69% 0.80% .00 0.06% 0.09% 0.11% 0.11% .00
— Sierra 0.54% 0.72% 0.58% 0.34% .35 0.13% 0.04% 0.04% 0.24% .04
— Siskiyou 0.32% 0.26% 0.29% 0.41% .04 0.03% 0.07% 0.09% 0.12% .00
— Sutter 037% 0.32% 0.52% 0.64% .00 0.14% 0.09% 0.13% 0.17% .00
—_ Tehama 0.29% 0.37% 0.49% 0.55% .00 0.11% 0.11% 0.10% 0.13% .38
— Trinity 038% 0.61% 0.73% 0.82% .00 0.07% 0.07% 0.06% 0.03% .32
— Tuolomne 0.65% 0.81% 0.72% 0.63% .08 0.17% 0.11% 0.09% 0.12% .00
—_— Ventura 0.70% 091% 097% 1.04% .00 0.12% 0.14% 0.13% 0.13% .04
— Yuba 0.40% 0.29% 0.38% 0.47% .00 0.10% 0.06% 0.10% 0.11% .00

* Mandatory managed care group status uses definition in place for Two Plan counties.

® Using COHS county definition of mandatory group, annual monthly means are as follows for the two COHS
expansion counties. For Orange, non-mandatory means were 0.61% (1994), 0.30% (1995), 0.42% (1996),
0.51% (1997), p=0.00 (F(3,44)) and mandatory means were 0.33% (1994), 0.34% (1995), 0.53% (1996),
0.64% (1997), p=0.00 (F(3,44)). For Santa Cruz, non-mandatory means were 0.56% (1994), 0.50% (1995),
0.56% (1996), 0.62% (1997), p=0.31 (F(3,44)) and mandatory means were 0.48% (1994), 0.59% (1995),
0.87% (1996), 1.02% (1997), p=0.00 (F(3,44)).

p value for test of equality of means with F(3,44)

1994 in Contra Costa, Riverside, Santa Clara and Stanislaus). In Los Angeles it was statistically
different from 1994 and from 1995 but not from 1996.

CCS Claimants as a Percent of Child Medi-Cal Enrollees

Figures on CCS participation among a more targeted base population—children 0-21 years of age
enrolled in Medi-Cal—are provided in Table 5.4, Monthly CCS claimants and Medi-Cal
enrollees age 0-21 years in California counties: 1994-1998 (month of January). Because age-
specific Medi-Cal enrollment data were only available for the months of January, this is the only
month for which CCS claimants as a proportion of Medi-Cal beneficiaries age 0-21 years can be
evaluated. Although January claimant volume is not necessarily representative of claimant activity for
other months in the year, the figures in Table 5.4 provide a "snapshot" of time trends for claimants as
a proportion of the true base population. As before, this figure aggregates claimants in the mandatory
and in the non-mandatory groups to capture trends in overall CCS claimant volume and in enrollment
of children 0-21 years of age in Medi-Cal.

Overall, as when all Medi-Cal enrollees comprise the base population, CCS claimants appeared to
increase as a proportion of child Medi-Cal beneficiaries over the study period. For example, in
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Alameda County, CCS claimants as a percent of child Medi-Cal enrollees for January 1994 through
January 1998 were 0.46 percent, 0.53 percent, 0.54 percent, 0.72 percent, and 0.77 percent.®’ Using
all non-aged Medi-Cal enrollees as the base population, the rate increased from 0.26 percent (1994) to
0.41 percent (1997). Stratifying by managed care group shows increases for both groups. For
Alameda, the rate increased from 0.22 in January 1994 to 0.35 percent in January 1998 in the
mandatory group and increased from 2.1 percent to 2.6 percent in the non-mandatory group (data not
shown). Apparent declines in 1997 relative to earlier years were evident for Los Angeles and Santa
Clara counties. For these counties, lower rates of CCS claimants as a percent of child beneficiaries
were found in 1997 and 1998 relative to the years 1994-96 when rates appeared to be increasing for
the mandatory as well as for the non-mandatory group. Possible explanations include greater
Medicaid eligibility loss for children in Santa Clara and Los Angeles counties due to parent work
participation or other economic change, or due to loss of SSI-linked Medicaid eligibility.

5.2  Multivariate Analysis of CCS Claimant Volume

As described earlier, the multivariate analysis of claimant volume specifies total monthly claimant
volume as a function of monthly Medi-Cal enrollment, of participation in pre-carve-out (voluntary)
managed care, of year and seasonal effects, and of a carve-out measure. In addition to other
explanatory variables in the multivariate specification, most models include county fixed effects.
Variables in the multivariate specifications are described in Table 5.5, Glossary of variables in
multivariate models.

As discussed earlier, there are several ways that the carve-out could affect CCS authorizations and
thereby total monthly claimant volume. One way is that physicians and/or health plans refer more
children to CCS than had been referred in the past, and/or identify more services as potentially CCS
related. This could happen incrementally as increasing numbers of children are exposed directly to the
carve-out incentives. Alternatively it could take place as a shift that affects provider behavior overall,
for children in the mandatory group and possibly extending to children in the non-mandatory group as
well. Another way is that the Medi-Cal field offices could cause more referrals to CCS. This is more
likely to occur as a one-time shift (i.e., as an across the board change to policies and procedures) that
could apply to all children for whom authorizations are requested. Because Medi-Cal field offices
would not receive authorization requests for children who are participating in managed care (because
only the CCS authorization process remains as a FFS option for them), any Medi-Cal field office
effect would extend to children not in managed care. Most of these children are in the non-mandatory
group. The explanation that Medi-Cal deferred authorizations would occur for mandatory eligibles
who for some reason are not yet participating in managed care, but not for non-mandatory eligibles,
seems less plausible from an organizational perspective. The third way is through CCS authorization
changes. To the extent that any Medi-Cal changes in deferring to CCS dominate the effect, the timing
of the Medi-Cal changes will be most relevant. Otherwise the CCS role in a carve-out effect would

81 CcCS claimants from December 1997 are combined with Medi-Cal enrollment from January 1998 to
proxy for a January 1998 rate.
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Table 5.5 — Glossary of variables for multivariate models

Variable Definition

Dependent

In_clmt Log of mean monthly # of CCS claimants in a county by aidcode group

In_stpd Log of total expended on CCS claims in a county by aidcode group

In_sclmt Log of mean expended monthly per CCS claimant in a county by aidcode
group

Independent

PCT2CPLI Percent participating in post carve-out managed care plan (MCP) in Two
Plan Model

P1_CPLI Percent in MCP during pre default carve-out months; 0 if otherwise

P2 _CPLI Percent in MCP during post default carve-out months; 0 if otherwise

PCT2COHS Percent participating in post carve-out managed care plan (MCP) in COHS

PCT_MCP Percent participating in post carve-out managed care plan (MCP) in any
expansion county

LN_S ENR Log of total Medi-Cal enrolled in county in month

PCT2 PHP Percent participating in "CCS-include" PHPs during pre-expansion period

AFFECT Dummy indicating managed care requirement status (1 if aidcode requires
participation in managed care; 0 if otherwise)

POST Dummy indicating managed care expansion period (1 if post carve-out
period; 0 if otherwise)

POST1_A Dummy indicating pre default carve-out months where Two Plan model not
fully operational (1 if post carve-out and no default assignment; 0 if
otherwise)

POST2_A Dummy indicating post default carve-out months where Two Plan model
fully operational (1 if post carve-out and default assignment; 0 if otherwise)

AF_P, AF PI1, Interaction terms for POST*AFFECT indicating post period for mandatory

AF P2 group, pre default post period for mandatory, post default period for
mandatory

COUNTY Dummy indicating county of residence (1 if resident of the county; 0 if

CO1 through C58 | otherwise)
YEAR Dummy indicating year (1994; 1995; 1996; 1997)

YEARI1, YEAR2,
YEAR3, YEAR4

QUARTER
QTRI, QTR2,
QTR3, QTR4

Dummy indicating season/quarter (Quarter 1/Winter; Quarter 2/Spring;
Quarter 3/Summer; Quarter 4/Fall)
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take place on an incremental basis as more children participate in the prepaid health plans and are
directly subjected to carve-out incentives.

The specifications that use a pre-post indicator treat the financial incentives and any other changes
associated with the carve-out as effective on the carve-out date. This represents the theory that there
was a level shift in referral practice patterns. Some combination of the relevant actors—physicians,
hospitals, Medi-Cal field offices, CCS programs—made operational changes in response to the carve-
out. These changes may apply to all beneficiaries or may be largely restricted to the mandatory
group. The continuous MCP participation rate specifications capture the actual proportion of the
base population that is directly exposed to the carve-out incentives. This represents the theory that
an incremental change took place in response to each "encounter” with the referral incentive. These
are not necessarily competing theories. Each could exert some influence within an overall carve-out
effect. Because all of these mechanisms are plausible and consistent with the reported observations
from CCS administrators, both specification approaches are undertaken.

Some multivariate models pool aid categories, combine counties, or both. In models that pool aid
categories into mandatory and non-mandatory groups, the COHS expansion counties and Two Plan
model expansion counties are nof combined. This is because managed care requirements differ
between the COHS and the Two Plan counties for a number of aid categories.

5.2.1 Claimant Volume Specifications for Two Plan Counties

Separate models were evaluated to determine whether claimant volume increased following the carve-
out for the mandatory aid categories group and for the non-mandatory aid categories group.®? In these
specifications, the carve-out effect is captured by a "post" term that is defined for each expansion
county based on the date that the carve-out first became effective. Specifically, it has a value of one at
the earliest date that a managed care plan operating with a CCS carve-out experienced any enrollment.
This is a conservative effective date as some counties offered voluntary managed care participation
(under the carve-out policy) for several months prior to the actual mandate becoming effective.
Results for these models are provided in Table 5.6, Pre and post carve-out CCS claimants, using
post indicators—Two Plan model counties, by mandatory managed care group.

The coefficient for the "post" variable in the mandatory group was 0.08, which was in the
hypothesized direction but not statistically significant (p=0.17). The 95 percent confidence interval
for the point estimate was (-0.04, 0.21). The year dummies suggested a time trend of increasing
claimant volume. To examine the sensitivity of the Post effect to inclusion of the year dummies,
another specification with the year dummies constrained to be zero was evaluated. In this
specification, the coefficient for the carve-out policy effect in the mandatory group increased to 0.25
(confidence interval 0.04, 0.46) and was statistically significant (p=0.02). These results show that
overall claimant volume did increase within the mandatory managed care group in the post carve-out

%2 The independent variables in these specifications included log(Medi-Cal enrollment), log(PHP
enrollment), 3 seasonal dummies, 3 year dummies, and 11 county fixed effects.
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Table 5.6 — Pre and post carve-out CCS claimants, using post indicators — Two Plan model

counties, by mandatory managed care group

Pre-post indicators

Difference-in-

Variable difference
Non-mandatory aidcodes Mandatory aidcodes
@3] (2) 3) 49 (2) 3) 4 )
Post carve-out indicator 0.028 0.008 --- 0.084 0.016 --- 0.028 ---
(post) (0.728) (0.223) (1.452) (0.410) (0.785)
Post carve-out with --- 0.091 0.099 -—- 0.332 0.348 --- 0.071
default (post2_a) (2.314) (2.360) (4.140) (3.850) (1.110)
Post carve-out, no default - -— 0.008 --- ——- 0.016 ——- 0.070
(postl_a) (0.223) (0.410) (2.072)
Post carve-out, no default, - - -— --- - -—- .- -0.148
& mandatory group (2.522)
(af_p1)
Post carve-out with --- --- --- -—- --- --- --- 0.156
default, & mandatory (2.047)
group (af p2)
Mandatory group indicator --- --- --- --- --- --- -0.774  -0.866
(affect) (10.56) (11.14)
Post carve-out & --- - - - - - 0.005 -
mandatory group (af p) (0.070)
Log Medi-Cal enrolled 1.707 1.873* 1.873* 1.498 1.792* 1.792% | 0.152* 0.227°
(In_s_enr) (3.382) (3.272) (3.272) (2.866) (6.048) (6.048) | (1.851) (2.831)
Percent PHP 0.032  0.038 0.038 -0.005 0.002 0.002 -0.004  -0.000
(pct2_php) (2.502) (3.477) (3.477) (0.752) (0.244) (0.244) | (0.725) (0.055)
1995 0.079  0.070 0.070 0.122 0.110 0.110 0.137 0.132
(1.967) (1.910) (1.910) (1.718) (1.504) (1.504) | (2.590) (2.470)
1996 0.079  0.062 0.062 0.102 0.086 0.086 0.158 0.150
(1.644) (1.519) (1.519) (2.052) (1.549) (1.549) | (3.467) (3.584)
1997 0.243 0.196 0.196  0.365 0.254 0.254 0.309 0.249
(5.229) (4.783) (4.783) (4.266) (3.158) (3.158) | (7.459) (5.959)
N 576 576 576 576 576 576 1,152 1,152
R squared 0.98 0.98 0.98 0.95 0.96 0.96 0.96 0.96

(1) Uses one post carve-out indicator
(2) Uses post carve-out indicator and a post default indicator

(3) Uses indicators for post carve-out (no default) and post carve-out (default)
(4) Uses post carve-out indicator, interaction with mandatory group, and mandatory group main effect
(5) Uses 2 post carve-out indicators, interactions with mandatory group, and mandatory group main effect
Each model includes 11 county and 3 season dummy variables; the omitted county is Tulare County, and
the omitted season is Jan-Mar; in the specification with year dummies, the omitted year is 1994. The t
statistics use White-corrected standard errors, with assumption of independence within groups (county)

relaxed.

* Can reject hypothesis that In_s_enr = 1, p<